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INDIVIDUAL RETIREMENT ACCOUNTS (IRA’s)
IN THE RETIREMENT SYSTEM

THURSDAY, JUNE 26, 2008

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SELECT REVENUE MEASURES,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:05 a.m., in
room 1100, Longworth House Office Building, the Honorable Rich-
ard E. Neal [Chairman of the Subcommittee] presiding.

[The advisory of the hearing follows:]
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FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON SELECT REVENUE MEASURES

FOR IMMEDIATE RELEASE CONTACT: (202) 225-5522
June 19, 2008
SRM-10

Neal Announces Hearing on
Individual Retirement Accounts (IRAs)
and their role in our retirement system

House Ways and Means Select Revenue Measures Subcommittee Chairman Rich-
ard E. Neal (D-MA) announced today that the Subcommittee on Select Revenue
Measures will hold a hearing on the role of Individual Retirement Accounts (IRAs)
in our retirement system. The hearing will take place on Thursday, June 26,
2008, in the main Committee hearing room, 1100 Longworth House Office
Building, beginning at 10:00 a.m.

Oral testimony at this hearing will be limited to invited witnesses only. However,
any individual or organization not scheduled for an oral appearance may submit a
written statement for consideration by the Committee and for inclusion in the print-
ed record of the hearing.

FOCUS OF THE HEARING:

The hearing will focus on the recently issued report by the Government Account-
ability Office (GAO), entitled Individual Retirement Accounts, Government Actions
Could Encourage More Employers to Offer IRAs to Employees, June 2008; the role
of IRAs in our retirement system; and legislative proposals for automatic IRA enroll-
ment.

BACKGROUND:

More than 30 years ago, Congress created IRAs to provide workers not covered
by a pension plan with an option to save for retirement. The need for workers to
preserve their retirement savings when they change employment was the basis for
further Congressional action utilizing IRAs in a worker’s ability to roll over savings
from an employer-sponsored plan. This rollover option accounts for the majority of
assets held in IRAs.

In addition, Congress has used IRAs as an incentive for small employers to pro-
vide retirement plans for their workers. In 1978, the Simplified Employee Pension
(SEP) was created. Under a SEP, an employer with 25 or fewer eligible employees
can establish an IRA for each eligible employee. Salary reduction contributions are
made to the IRA on the employee’s behalf. Another option for small employers is
the Savings Incentive Match Plan for Employees (SIMPLE), created in 1996. Under
a SIMPLE, employers with 100 or fewer employees can establish an IRA for each
eligible employee. The employee makes elective deferrals to the IRA and the em-
ployer makes certain matching contributions. There is also the payroll deduction
program which allows the employer to make payroll deductions which are contrib-
uted to an IRA established by the employee. These various types of IRAs are in ad-
dition to traditional IRAs and Roth IRAs. Traditional IRAs allow eligible individuals
to make tax-deductible contributions to the account, and investment earnings accu-
mulate on a tax-deferred basis. Certain income limits apply and distributions are
taxable. The Roth IRA allows eligible individuals to make after-tax contributions
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with generally tax-free investment earnings. Certain income limits apply and dis-
tributions are tax-free.

In announcing the hearing, Chairman Neal stated, “I have always been a
strong advocate for creating retirement savings opportunities for every
American. That is why I have introduced legislation, along with several co-
sponsors, to create automatic payroll deposit IRAs for workers who do not
have access to employer-sponsored pension plans. The bill would require
employers to automatically enroll employees in a payroll deduction IRA
unless the employee opts out. Our proposal could raise the national savings
rate by nearly $8 billion annually. This hearing will explore these ideas
along with other issues related to IRAs.”

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit testimony
for the hearing record must follow the appropriate link on the hearing page
of the Committee website and complete the informational forms. From the
Committee homepage, http://waysandmeans.house.gov, select “110th Congress”
from the menu entitled, “Committee Hearings” (http://waysandmeans.house.gov/
Hearings.asp?congress=18). Select the hearing for which you would like to submit,
and click on the link entitled, “Click here to provide a submission for the record.”
Follow the online instructions, completing all informational forms and clicking “sub-
mit” on the final page. ATTACH your submission as a Word or WordPerfect docu-
ment, in compliance with the formatting requirements listed below, by close of busi-
ness Thursday, July 10, 2008. Finally, please note that due to the change in
House mail policy, the U.S. Capitol Police will refuse sealed-package deliveries to
all House Office Buildings. For questions, or if you encounter technical problems,
please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at Attp://waysandmeans.house.gov

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.
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Chairman NEAL. Let me call this meeting to order. I hope that
our guests would take their seats. I want to welcome everyone to
this hearing on the role of Individual Retirement Accounts, or
IRAs, by the Subcommittee on Select Revenue Measures.

By way of introduction, I think that my bipartisan credentials on
this issue have been pretty sound. I incurred, as a young Member
of this Committee many years ago—let’s put it this way. I in-
creased my name recognition with Chairman Rostenkowski in my
push to expand IRA limits. At that time, his argument was fairly
simple, and it’s still something we need to be mindful of, making
sure that the basis of the IRA is not just to allow wealthy people
to save more.

At the same time, I worked with the former Chairman of this
Committee, before he was the Chairman, to expand IRA limits. We
had a great deal of success back in the mid-1990s.

You have all probably heard of the three-legged stool meant to
prop up retirees in their golden years. That is Social Security, pen-
sions, and savings. Today we will be discussing personal savings,
and why the national savings rate continues to decline. As you can
see from the slide I hope will be displayed as I speak, our personal
savings rate has declined over the decades to a paltry one-half of
1 percent since 2005.

IRAs have existed for decades now with the hopes that those
without employer plans would save on their own. Yet, we are still
faced with under-utilization by the intended targets. GAO recently
projected that 37 percent of all workers will retire with 0 plan sav-
ings. That of young and low income workers, 63 percent will have
no plan savings at retirement.

Clearly, we must do more to foster personal savings. We must
begin to think more creatively, and use innovation to capture this
group of workers who are not saving. One of the vehicles is the
auto-IRA, which Mr. English and I have sponsored here in the
House. I really think that this could get done next year.

With 75 million workers with no access to a workplace retire-
ment plan, and only 10 percent of these workers saving on their
own, clearly the current incentives are not working. Today’s hear-
ing will explore these issues and other ideas to reach out to those
who should be saving more.

As George Foreman observed—and I quote—“The question isn’t
at what age I want to retire, it’s at what income.” If only we all
had this same observation in our twenties, we wouldn’t be fighting
so hard to save in our fifties.

With that, I recognize my friend, Mr. English, for his opening
statement.

Mr. ENGLISH. Thank you, Mr. Chairman. Mr. Chairman, I find
myself entirely in agreement with the thrust of your remarks. I
want to express my gratitude to you for having this hearing, and
creating an opportunity to build toward an expansion of IRAs, and
potentially the addition of the auto-IRA, which I have been privi-
leged to join you in sponsoring in the House of Representatives

The issue of improving our retirement savings system is one that
certainly lends itself to bipartisanship. It is particularly important
to me, as co-Chairman of the Congressional Savings and Owner-
ship Caucus. Clearly, we need to do more to encourage all Ameri-
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cans to save for retirement. We need to work together to find cre-
ative solutions.

The U.S. retirement savings system has been described by many,
as well as yourself, Mr. Chairman, as that three-legged stool, with
Social Security, employer-based retirement plans, and personal
savings constituting each of those legs.

The first leg, Social Security, covers workers on a near universal
basis. But the benefits of the program are limited by statute. The
system itself faces significant financial challenges over future dec-
ades, due to changes in demographics.

The second leg, employer-based retirement savings plans, in-
cludes both traditional defined benefit pension plans, and more re-
cently established defined contribution arrangements, such as the
now-familiar 401(k) plan. Such employer-based plans are estimated
to cover only about one-half of the workforce. Although three-quar-
ters of the workers whose employers currently offer such a plan do
participate in it, an estimated 75 million American workers are em-
ployed by businesses, typically small businesses, which do not offer
such a plan.

The third leg of the retirement stool is personal savings. Unfortu-
nately, the personal savings rate, which averaged about 9 percent
during the 1960s, 1970s, and 1980s, now has been on steady de-
cline for a generation. Alarmingly, the personal savings rate has
been less than one percent in every quarter since 2005. This con-
stitutes a quiet crisis that is a core challenge to the competitive-
ness of our economy.

Congress has enacted numerous tax incentives over the past sev-
eral decades designed to encourage retirement savings, both
through employer-based plans, and through individually owned
savings plans. This hearing will focus on one such set of retirement
savings vehicles: in particular, IRAs.

IRAs were first created in their traditional form in 1974, and
they have been expanded repeatedly since. As we’re going to hear
from our witnesses today, these savings vehicles play a significant
role in the U.S. retirement system. More assets are held in IRAs
than any other type of retirement savings arrangement, including
401(k) plans.

Due to ongoing concerns regarding the retirement savings pat-
ters of Americans, especially among low and middle-income individ-
uals, I have been excited to pursue proposals to expand IRAs, par-
ticularly, Mr. Chairman, your proposal to create an automatic IRA.
Building on the success of similar initiatives, I believe this tool has
the potential to fundamentally expand savings opportunities for
millions of Americans, and generate billions of dollars in new sav-
ings.

Mr. Chairman, I look forward to hearing from the distinguished
panels that you have arranged for this morning, and I am hopeful
that their testimony will help us develop creative solutions—and I
hope also, a groundswell of support in the House for the initiative
you have outlined. Thank you very much.

Chairman NEAL. Thank you, Mr. English. Consistent with that
principle of the distinguished, we have two Members of the Com-
mittee, Mr. Kind and Mr. Hulshof, and together they will advocate
for legislation modifying SIMPLE plans.
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On our second panel, we will hear from government witnesses,
starting with Mrs. Barbara Bovbjerg, the Director of Education,
Workforce, and Income Security Issues at the GAO. Next, we will
hear from Mr. Tom Reeder, the Benefits Tax Counsel in the Office
of Tax Policy at the Treasury Department. Then we will hear from
Mr. Bradford Campbell, the Assistant Secretary in the Employee
Benefits Security Administration at the Labor Department.

Our third panel will allow us to welcome a number of witnesses
from the private sector, beginning with Dr. Leo Estrada, a board
member of AARP, and a Professor of Urban Planning at UCLA. We
also will welcome Mark Iwry, who is a fellow at the Brookings, a
Professor at Georgetown, and a Principal at the Retirement Secu-
rity Project, but still finds time to share his thoughts this morning
with the congress.

Next we will hear from Mr. Dallas Salisbury, the President and
CEO of the Employee Benefit Research Institute. We also welcome
Ross Eisenbrey, Vice President for the Economic Policy Institute.
Finally, we will welcome Randy Hardock of Davis & Harman, who
will be testifying on behalf of The Savings Coalition of America,
whom, I might point out, I worked with back in the early and mid-
1990s.

Without objection, any other Members wishing to insert state-
ments as part of the record may do so. All written statements writ-
ten by the witnesses will be inserted into the record, as well.

I recognize Mr. Kind.

STATEMENT OF THE HONORABLE RON KIND, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF WISCONSIN

Mr. KIND. Thank you, Mr. Chairman, and Ranking Member
English, Members of the Committee. It’s kind of fun to be on this
side of the table, isn’t it Kenny, for a change?

But we really appreciate the opportunity to testify today. I think
both you and Mr. English teed up the issue very, very well. I
couldn’t be more supportive of the proposal of automatic IRA legis-
lation that you have introduced.

I think one of the best things we did with pension and reform
legislation a few years back was call for automatic enrollment of
401(k)s, because we all know one of the greatest obstacles to in-
crease individual savings in this country is, quite frankly, inertia,
just getting people to do something. So, automatic enrollment, I
think, would be a tremendously helpful and beneficial step to try
to increase the individual savings rate.

But you have both highlighted what the problem is. We have an
effective zero percent on an individual savings rate right now in
the country. You couple that with the bad savings on the public
ledger side of things, too, and all three legs of the retirement sav-
ings stool is in great jeopardy today.

We know we have some long-term fiscal challenges dealing with
the solvency of social security. We have had a dramatic decline in
defined pension plans throughout the country, from roughly 65 per-
cent from 1979 to a little bit under 10 percent today. We are not
doing enough, I feel, to encourage and incentivize greater indi-
vidual savings opportunities for employees throughout the country.



7

But as Mr. Hulshof and I were looking into this, there was a real
glaring hole out there that we felt needed to be addressed, and that
was the savings options or opportunities for employees in small
businesses. Because today there just isn’t a lot of participation
along these lines, even though back in 1996—as this Committee is
well aware—with the creation of SIMPLE 401(k)s and SIMPLE
IRAs, it was meant to get at this pool of workers to make it easier
for them to set up their own savings.

Now, here we are, 12 years later, there really hasn’t been any
reform or changes or modifications based on what we have learned.
We have learned a lot during that time: the fact that there aren’t
that many plans still being offered, because in most instances for
small employers, it’s either too complicated, too costly, or there is—
it’s a somewhat risky endeavor. That was the impetus behind the
legislation that we have introduced, H.R. 5160, or The Small Busi-
ness Add Value for Employees Act, the SAVE Act. I thank Mr.
English for being one of the original cosponsors on the legislation,
as well.

With your insistence, Mr. Chairman, what’s helpful is the recent
GAO report that came out this month. The recommendations that
they’re making is very consistent with many of the proposals that
we're offering in this legislation, to try to increase and incentive
the opportunities for employers to offer IRA savings opportunities
for more employees, because the numbers are very stark.

Today we know that only 14 percent of small businesses offer a
401(k) plan; 63 percent of small businesses throughout the country
offer no savings option at all to their employees. That’s roughly 71
million workers in small businesses that don’t have a plan that
they can participate in, even if they wanted to. That’s a lot of peo-
ple who are being left behind, and perhaps the most vulnerable
popglation that we have, when it comes to retirement security and
needs.

But let me just quickly and briefly summarize what the legisla-
tion would try to address, both the complexity, the cost, and some
of the risky endeavors that small employers are facing.

We are trying to increase flexibility for employers under the leg-
islation, and it would remove the requirement that SIMPLE IRA
plans operate only on a calendar ear basis. Authorizing small
businessowners to make mid-year changes to their SIMPLE plans
ensures that businessowners need not wait until the beginning of
the year to move to a new retirement plan.

The SAVE Act also would change outdated SIMPLE IRA rules
that unnecessarily restrict an employer’s ability to contribute to the
employee savings. Under current law, the employer is not per-
mitted to match more than three percent of the employee’s salary,
and make more than 2 percent non-elective contribution to work-
ers’ accounts. The SAVE Act would remove this restriction, and
allow employers to make additional contributions to all partici-
pants’ accounts.

We are also trying to increase incentives for employers to just
offer more SIMPLE IRAs to their employees. The Act would make
a number of important reforms with this goal.

First, it would create a new automatic IRA option under the In-
ternal Revenue Code. Although we still leave it discretionary with



8

the employer, whether they want to have an automatic enroll-
ment—and I think that’s something we can have a further con-
versation about, as far as modifying the legislation that we’re offer-
ing—automatic IRAs would provide a relatively simple and cost-ef-
fective way to increase retirement security for those 71 million em-
ployees who sometimes aren’t taking steps in order to increase
their own savings.

Also, the SAVE Act would increase the small employer pension
plan startup cost credit for small businessowners to 50 percent of
the startup cost. This, again, is consistent with some of the find-
ings of that GAO report that just came out this month.

It would also allow a one-time $25 tax credit for every new em-
ployee who is enrolled in the savings program.

Finally, it increases incentives for employees to participate in
SIMPLE IRA plans, and would update the annual contribution lim-
its. Employees covered under the 401(k) plans today are permitted
to save up to $15,500, annually. But small business employees can
only save $10,500 annually, under a SIMPLE IRA. Were just
bringing that to parity, and we see no reason why there is a dis-
tinction or discrimination with SIMPLE IRAs, given the contribu-
tion limits of 401(k)s.

So, we think, you know, this legislation, if we can move it for-
ward in a bipartisan fashion, I think addresses the interests and
the concerns that you, Mr. Chairman, and Mr. English, and others
on the Committee are trying to get at through this hearing and
through important legislation that you have addressed.

We are trying to reach those 71 million or so employees in small
businesses that don’t have an opportunity to save, while addressing
some of the concerns and feedback that we were getting from small
business employers throughout the country—cost, complexity, some
of the risks involved—through the incentives that we have built
into this legislation.

So, thank you again for the opportunity to testify today. We look
forward to working with you and others on the Committee to move
forward on this. Thank you.

[The prepared statement of the Honorable Mr. Kind follows:]

Statement of The Honorable Ron Kind,
a Representative from the State of Wisconsin

Chairman Neal, Ranking Member English and other Members of the Sub-
committee, thank you for the opportunity to testify today.

As a first term Member of the House Ways and Means Committee, I decided early
on to focus much of my work on issues and concerns relating to small businesses.
I did this for the simple fact that my district has a large number small businesses.
In fact, Wisconsin as a whole has 447,000 small businesses which employ a higher
than national average of 54 percent of the workforce.

Earlier this year I held several small business forums in my district where I con-
tinuously heard that retirement and savings issues were a top concern. As I dug
into the issue I discovered that the majority of small businesses don’t offer any re-
tirement savings plans to employees because it is often a complicated, costly, and
a somewhat risky endeavor.

Small business owners often wear multiple hats and simply do not have enough
time and resources to devote to administering a complicated financial product. Ac-
cording to a survey of small businesses conducted by Harris Interactive, only 14 per-
cent of small businesses offer a 401(k) plan and 63 percent do not offer any form
of retirement benefits at all.

That is why I, along with my friend and colleague Rep. Kenny Hulshof, introduced
H.R. 5160, the Small Businesses Add Value for Employees (SAVE) Act of 2008, to
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make several enhancements to the existing SIMPLE IRA and SIMPLE 401(k) retire-
ment plans. These changes are supported by many in the small business community
and the retirement industry in general as common sense approaches to encourage
small business owners to offer savings plans to their employees.

As you may know, SIMPLE IRA and SIMPLE 401(k) plans were created in 1996
to address the need for an easy way to administer savings plans for small busi-
nesses of 100 employees or less. Since 1996, thousands of small businesses have
taken advantage of the new plans, with almost 2 million workers now covered by
a SIMPLE IRA.

Very little modifications have been made to the SIMPLE IRA since it was first
created. On one hand, this is a good thing since we do not want to discourage small
employers by constantly tinkering with the mechanics of the program, making it
more costly to administer. On the other hand, after over ten years of operation, I
do think the SIMPLE IRA is ready for some modernization.

The SAVE Act would help accomplish this goal by helping minimize the barriers
to small business retirement plan sponsorship through a number of important
changes:

To increase flexibility for employers, HR. 5160 would remove the requirement
that SIMPLE IRA plans operate only on a calendar year basis. Authorizing small
business owners to make mid-year changes to their SIMPLE plans ensures that
business owners need not wait until the beginning of the year to move to a new
retirement plan.

The SAVE Act also would change outdated SIMPLE IRA rules that unnecessarily
restrict an employer’s ability to contribute to their employees’ savings. Under cur-
rent law, an employer is not permitted to match more than 3 percent of the employ-
ees salary or make more than a 2 percent nonelective contribution to workers’ ac-
counts. H.R. 5160 would remove this restriction and allow employers to make addi-
tional contributions to all participants’ accounts.

To increase incentives for employers to offer SIMPLE IRAs, the SAVE Act
would make a number of important reforms. First, the SAVE Act would create a
new Automatic IRA option under the Internal Revenue Code. Automatic IRAs would
provide a relatively simple and cost-effective way to increase retirement security for
the estimated 71 million workers whose employers do not sponsor plans. The Auto-
matic IRA option would be voluntary on the part of the small business owner, but
would require participating owners to automatically enroll employees in the plan.

¢ Second, the SAVE Act would increase the Small Employer Pension Plan Start-
up Cost Credit for small business owners to 50 percent of the start-up costs for
new SIMPLE IRA plans and would allow for a one-time $25 tax credit for every
new employee who is enrolled in the savings program.

Lastly, to increase incentives for employees to participate in SIMPLE IRA
plans, the SAVE Act would update annual contribution limits. Currently, although
employees covered under a 401(k) plan are permitted to save up to $15,500 annu-
ally, a small business worker can save only up to $10,500 annually in a SIMPLE
IRA. I see no reason to continue a policy that discriminates against small business
owners, particularly at a time when we are trying to encourage Americans to in-
crease their personal savings.

In conclusion, Chairman Neal, I greatly appreciate the opportunity to testify today
and to highlight this important legislation to improve the rules that govern SIMPLE
retirement plans. Larger pools of savings will have positive benefits for economic
growth. By encouraging savings, the amount of capital available for investment will
increase, which is a primary source of job creation and worker productivity. I look
forward to working with you and the other Members of the subcommittee to see
these and other important reforms enacted.

Chairman NEAL. Thank you, Mr. Kind.
Mr. Hulshof.

STATEMENT OF THE HONORABLE KENNY C. HULSHOF, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MISSOURI

Mr. HULSHOF. Thank you, Mr. Chairman. As you made your
opening statement, you referenced a former Chairman of this Com-
mittee, Mr. Rostenkowski. Note, as he gazes down upon us, the
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trace of a smile on his portrait. 'm sure he was recognizing the
wisdom that you had regarding IRAs at an early time on this Com-
mittee. I am certain that that’s why he has such a pleasant expres-
sion.

Chairman NEAL. I also will assure you he still remembers——

[Laughter.]

Mr. HULSHOF. You and I, Mr. Chairman, have had the oppor-
tunity to respectfully discuss, perhaps debate, in a number of are-
nas. I remember in the Rayburn hearing room on Social Security
we talked about the challenges of solvency, and the timing, and the
eminence of those. I think you have adequately touched on that, as
has my friend, Ron.

The first baby boomer began to retire on January 1 of this year.
If tradition holds, one out of every 2 senior citizens at the age of
62 will opt out for early retirement. So, whether that number con-
tinues to hold, or whether they continue to stay strong in the work
force, we don’t know. But, obviously, time is of the essence, as we
look at what can we do for this arena of retirement.

Now, I think we should also highlight the fact that this Com-
mittee has distinguished itself over the course of years of working
in a bipartisan way to address the pension challenges. Our former
colleague, Mr. Portman from Ohio, our former colleague, Mr.
Cardin—now in the other body—from the State of Maryland did
some tremendous work in the whole areas of pension, especially as
we began to move the discussion away from defined benefits to de-
fined contributions.

So, this Committee has a great record, I think, as far as helping
prepare for those golden years. I am not sure that Kind-Hulshof
will roll off the tongue, or be as significant as Portman and Cardin,
but nonetheless, we're here because we think that we are on the
right track.

In fact, as—we had these discussions before the GAO report real-
ly came out, and we saw that we were at least on the same page
in many of these important aspects as far as providing some up-
dates to the SIMPLE plans, and I think Ron has touched on them
fairly significantly.

If I were to summarize what we hope to accomplish by the SAVE
Act, it would simply be flexibility and portability. As Ron talked
about, the flexibility for small businesses, you know, some of these
are—in fact, 'm not quite sure even—that there were these obsta-
cles in place, but we have seen now—and as Ron pointed out, but
as I would also cite—that in a 2005 publication of the Investment
Company Institute’s perspective, the number of SIMPLE IRA plans
had been growing at an average of about 25 percent per year be-
tween 1998 and 2003. But we want to expand those opportunities,
and providing flexibility for small businesses is a way to do that.

On the other end of it, though, for the employee, portability. You
know, again, we are such a mobile work force, that having the op-
portunity, then, to have universal portability by allowing rollover
assets into other qualified plans I think is another feature of our
bill that should enjoy some pretty strong support.

You know, our Nation, Mr. Chairman, was built on the backs of
able and willing entrepreneurs who, with a little faith and a lot of
ingenuity, started businesses in the hopes of achieving the Amer-
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ican dream. These small businesses have been enormously success-
ful, and of course, drive our National economy to the greatest de-
gree. They have to surpass numerous hurdles to making those
businesses survive and grow.

Of course, attracting the most talented, bright workers to partici-
pate in that American dream, attracting those employees is crucial
to their growth, and offering the employer-sponsored retirement
plans such as a SIMPLE IRA or 401(k) certainly helps that goal.

So, I would like to thank my friend from the State of Wisconsin
for his willingness to yet again reach across the aisle, and for us
to have the opportunity to work together. Thank you, Mr. Chair-
man, for giving us this opportunity for a hearing to highlight some
of the things that we think would move us forward, as far as pro-
viding more flexibility and portability in the pension arena.

[The prepared statement of the Honorable Mr. Hulshof follows:]
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Chairman NEAL. Thank you both for your very sound testimony.
Are there questions of our two panelists?

The gentleman from California, Mr. Thompson, is recognized.

Mr. THOMPSON. Thank you, Mr. Chairman. I don’t have a
question, I just want to thank both of you for being here today.
This is an extremely important issue for all of our constituents in
all of our districts. We need to do everything we can to make sure
that people are prepared and have the retirement—the financial re-
tirement—security they need in order to live a gainful life during
those retirement years. So, thank you very much.

Chairman NEAL. We thank you both for your testimony.

Mr. THOMPSON. Thank you, Mr. Chairman.

Chairman NEAL. Could we have the next panel? Ms. Bovbjerg,
are you ready to proceed?

Ms. BOVBJERG. Yes, Sir, I am. Thank you.

Chairman NEAL. Please.

STATEMENT OF BARBARA BOVBJERG, DIRECTOR, EDU-
CATION, WORKFORCE AND INCOME SECURITY ISSUES, U.S.
GOVERNMENT ACCOUNTABILITY OFFICE

Ms. BOVBJERG. Mr. Chairman, Members of the Subcommittee,
I am really pleased to be here today to speak about Individual Re-
tirement Accounts, and their role in retirement saving.

Congress created IRAs in 1974 to help build and preserve retire-
ment savings, and over time, has developed a variety of these ac-
counts, including the traditional IRAs, Roth IRAs, and several
types of workplace-based IRAs, such as SIMPLE IRAs, SEPs, and
payroll deduction IRAs.

My testimony today focuses on: the role of IRAs in retirement
saving; the prevalence of workplace-based IRAs and the barriers
that limit access to them; and finally, the ways that government
agencies can help. My statement is based upon a report we issued
recently for Ways and Means on this topic.

First, let me speak on the role of IRAs. Although intended to
generate, as well as preserve retirement savings, IRAs today gain
most of their assets from transfers—we call them rollovers—from
other retirement accounts, such as 401(k)’s. Between 1998 and
2004, over 80 percent of funds flowing into IRAs came from other
accounts. This means IRAs are an effective and important means
to preserve retirement assets already saved, but play a signifi-
cantly smaller role in building such savings.

Also, IRA ownership is limited, and is skewed toward households
with relatively high earnings levels and educational attainment. In
other words, people who have resources are more likely to have
IRAs than people who do not.

Those who own IRAs are more likely to have traditional IRAs,
set up by individuals on a tax-deferred basis. A smaller, but grow-
ing, number of people hold Roth IRAs, in which individuals make
aftertax contributions, but take tax-free distributions in the future.

I would like to turn now to IRAs offered through the workplace.
To address the issue of low retirement plan sponsorship among
small employers, Congress created SEP and SIMPLE employer-
sponsored IRAs. Labor also issued a regulation under which an em-
ployer could, without being considered a plan sponsor under
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ERISA, maintain a payroll deduction program for workers to con-
tribute to IRAs.

Individuals are thought to be more likely to save for retirement
if payroll deduction and other workplace arrangements are avail-
able to make saving easy and routine, and the limited regulation
o}f; these types of IRAs is designed to encourage employers to offer
them.

But such arrangements for workers appear to be relatively rare,
although there are little data available. According to Labor data,
only about eight percent of workers in small firms have SIMPLE
IRAs. Only about 2 percent of them have SEP IRAs. Data are not
available at all for payroll deduction IRAs.

In interviews we conducted, experts pointed to a range of pos-
sible barriers, including: administrative cost, especially for small
employers who don’t have automated payroll systems; a lack of in-
centive for employers; a perceived lack of flexibility in promoting
such plans to employees; and simply a lack of awareness of these
arrangements.

This leads me to my third point: how government can help.
Clearly, Federal agencies have much to do to better publicize these
options, and support the very small employers who need help to ad-
minister payroll deduction arrangements. They also need better ag-
gregate data on use of such options, and what employers need.

We have made recommendations to Labor and IRS to develop
more regular and informative data collection that we believe will
lead to better targeting of these programs to assure higher em-
ployer participation. If the government is successful in encouraging
a higher employer take-up of these options—which we believe will
result in higher retirement saving—it will be important to develop
an oversight strategy that balances the inducement of limited regu-
lation against the need to assure that contributions are going to
the IRAs set up to receive them.

This is why we have recommended that Congress consider as-
signing authority over payroll deduction IRAs, where currently
there is no clear regulatory jurisdiction. This will be especially im-
portant if other policy changes are adopted, such as the auto-IRA
proposals that are under consideration.

In conclusion, the IRA is an excellent and well-used means to
preserve retirement assets that have already been saved. But it is
under-utilized as a means to build saving. It’s particularly dis-
appointing that payroll deduction IRAs, which require so little of
employers, are so seldom offered. Government can and should do
more to encourage and oversee these savings arrangements to help
all Americans better prepare for their retirement future.

That concludes my statement. I hope I can submit my written
statement for the record, and I await your questions.

[The prepared statement of Ms. Bovbjerg follows:]
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Chairman NEAL. You certainly can.
Mr. Campbell.

STATEMENT OF BRADFORD P. CAMPBELL, ASSISTANT SEC-
RETARY OF LABOR, EMPLOYEE BENEFITS SECURITY ADMIN-
ISTRATION, U.S. DEPARTMENT OF LABOR

Mr. CAMPBELL Thank you, Mr. Chairman. Chairman Neal,
Ranking Member English, and the other Members of the Sub-
committee, I very much appreciate the opportunity to come here
today to discuss the Department’s efforts to promote and also pro-
tect the interests of workers in employer-sponsored IRAs.

My name is Bradford Campbell, I am the Assistant Secretary of
Labor for the Employee Benefit Security Administration. Our mis-
sion is to protect the retirement security of—the security of retire-
ment health and other employer-provided benefits in the private
sector. We are committed to promoting policies that encourage re-
tirement savings, and protect employer-sponsored benefits.

Employers today can choose from an array of retirement plan de-
signs that were created by Congress to make it easier for Ameri-
cans to save. IRAs are an important vehicle among these options
that may encourage small employers, in particular, to provide re-
tirement programs for their workers. Employer-sponsored IRAs,
such as SEPs and SIMPLEs are employee benefit plans under
ERISA that were designed specifically to address these concerns of
small businesses.

The Department has jurisdiction over employer-sponsored IRAs,
and is responsible for their oversight and for their compliance with
ERISA’s fiduciary standards. In our oversight role, we employ a
comprehensive, integrated approach which encompasses programs
for: compliance assistance; interpretative guidance; prohibited
transaction exemptions; education and outreach to small busi-
nesses, as well as workers; enforcement and participant assistance
directly to workers who have questions about their plans.

By contrast, payroll deduction IRAs are not employer-sponsored
plans subject to ERISA, but are individually owned IRAs that
merely make use of an employer’s payroll process to withhold and
forward contributions to the individual’s IRA. Our guidance that
we issued helps employers ensure that their payroll deduction ar-
rangements are not ERISA plans, and therefore, do not carry with
them the associated reporting burdens, and so forth, as Congress
intended. But, as with other individual IRAs, the IRS oversees and
enforces the law with respect to payroll deduction IRAs.

The Department believes that this current oversight structure for
IRA retirement programs is appropriate, and we would oppose
changes in current law that would shift to the Department the
oversight of retirement programs that are not employer-sponsored,
such as payroll deduction IRAs.

We have devoted significant resources to assisting small employ-
ers in choosing a retirement program through comprehensive edu-
cation and outreach and regulatory programs. These initiatives in-
clude publications that we have developed, in consultation with the
IRS. I have a few of them here today: “Choosing a Retirement Solu-
tion for your Small Business” is one; “SEP Retirement Plans for
Small Businesses;” “Simple IRA Plans for Small Businesses;” and
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also a “Payroll Deduction IRAs for Small Businesses,” which helps
employers know how to structure these arrangements.

We have also recently issued a DVD which goes through the real-
life experiences of several small employers, as they evaluated their
operations and decided which of these plans to choose. We have
partnered with the American Institute of Certified Public Account-
ants, as well as the Chamber of Commerce and some other organi-
zations, to help us reach out to small businesses to work with them
and their service providers to make plans more available.

We also have a very active participant assistance program that
helps individuals with their benefits questions and problems. Our
benefits advisors provide information, but they also seek informal
resolution of complaints. If appropriate, they refer those complaints
on for investigation.

Since October of 2006, our benefits advisors have resolved 183
complaints involving missing contributions to SIMPLE and SEP
IRAs and, through informal dispute resolution, recovered just over
$1 million on behalf of about 1,000 workers.

In addition, these complaints resulted in 157 cases referred for
investigation.

Now, we match our enforcement—or our outreach and our assist-
ance with very strong enforcement and oversight. Overall, EBSA,
which, in our mission of protecting all employer-provided benefits,
has been reporting results in recent years that are nearly double
those of the previous years. Last year we had about 1.5 billion in
civil results, and about 115 criminal indictments resulting from our
investigations. Since 2001, that has been approximately 11 billion
in civil results, and over 800 criminal indictments.

With respect to SIMPLE and SEP IRAs, in the past 3 fiscal years
we have had enforcement results of about 1.2 million. Most of those
violations involved the failure to forward contributions, or failure
timely forward contributions to the IRA.

Given the size of the employer-sponsored plan and IRA universe,
we believe that our integrated approach is effective, very effective,
in providing compliance assistance, interpretative guidance, and
strong enforcement. We work closely with the IRS and the Treas-
ury Department to conduct enforcement, as well as to reach out to
employers.

So, thank you for the opportunity to testify today. We are com-
mitted to promoting retirement programs, and to helping employ-
ers understand the options that Congress has provided for them,
and ensuring the security of savings under our jurisdiction. Thank
you.

[The prepared statement of Mr. Campbell follows:]
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TESTIMONY OF BRADFORD F, CAMPRELL
ASSISTANT SECRETARY OF LABOR
HEFOIRE THE
COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON SELECT REVENUE MEASURES
L5 HOUSE OF REPRESENTATIVES

Jume 2, 2008

Introdectory Femarks

Cioand momming, Charman Meal, Banking Member English, and Members ol the
Subsiimmnities, Thank you for vyt me b descuss IRAS and the Department of
Labsar®s pode i proenoting and overseeing cmphoyer-sponsared IRAS | am Bradfond
Camgbell, Assistang Secretary of Labar for the Employes Beneflis Security
Administration {EBSAY, 1 am prosd o be here today representing the: Department of
Labar and EBSA, Crar mission is o progect the secunity of refirement, health and other
pervate sector, emphayer-provided benefits for America's workers, refirees and their

Fammilies.

EBSA 15 commitied 1o promoting pelicies that encourge netiremenl savings amd protect
employer-spomsanad benefits. Employers tloday can choose lom an ammay of retirermant
plan design options created by Congress wo sk i easier for eenplieers 1o help
Amnericas workers buthd revirement savings. [RAS are an mportant velisele avsong thsose
ogribans that may eneourags simall emplovers o provide retivemen programs for their
eniployess,

Employer-sponsored 1RAS are employes benefils plans designed by Congress specifically
to adifress the concerns of small businesses regarding the affordability and feasibility of
offering o retirement plan. By contmst, payroll=deduction [RAs are individually -onmed
IF.As that offer employvers a simple and dimect way o belp their employees o save for
retrement withoul actually sponsonng a plan. These payrol] deducton TRAs penerally
are nod gnmployer-spomsanad plans subgect W ke Department’s pansdicton. EBSA kas
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provided clear puidance refated o what employer actions would cause 3 payredl-
deduction IRA to bevome subsject to ERISA s rules,

Where IR As are umder cur jurisdiction, oar enforcement program works diligenly to
pratect the refirement spvings of workers, refirees and their families

Backgrowml

EESA is respansible for admimnisierimg and enforcing the fiduciary, reporting, and
disclosure provisions of Tile | of EEISA. The Department genernlly does not have
jurssdiction over IRAs except to the extent they are emplover-sponsored.

Types of Emploperaparrared ilAs

Employer-sponsored 1RAS pnmanly comsast of Simplified Emplove: Pensions (SEPs)
ardl Savings Incentive Match Plans fior Employees (SIMPLE IRAsL These plans have
the dual Benefits of higher masimum annusl comtribulans than A that ane nod
ernplower spomsoned and no anneal reporling requircisels for spoisermg emplivves
wider ERISA." SEP aind SIMPLE IRA plai designs requine emplover contributions snd
regquibne the einphoyer o offer eisollment to all crployees who meet paricipation
requirernents,

Mot emplosvers with ane or more employess can establish a SEF. SEPs have the benefit
af low stant-up and aperating costs ard ean be established using a two-page IRS Form
S305-5EP, Mo ongoing reporting is requirsd, While employers are required to conimhucs
a uniform pereentage of pay for ench employee, they do not have to moke contmhutions
every year which prowides flexihility when business eonditions vary, For 2008, emplover
contributions are limited e the lesser of 25 pencent of pay or 5246, 004,

e

! Anrarsl repons sre s required 1o be Aled usder ERISA by en emelover mainmisng asy SIMPLE 1A
eatablzlied pursuant W seclion 3R ol he lImemal Bevenee Code. ERISA § IDINET]R 1o the oo ol s
SEPF deserbed inosection AR of the Code, Departmant regulations provviade for slemative methods of
compliarce with the repoming and disclosure reguiremenis of Tite | of ERISA, incleding by the me of
simipk: [R5 Form 530G5.5EP.

rd
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SIMPLE IRAs sne for emplovers with 1 ar fewer employees. These plass albow
employees in conirehute a percentage of their salony ench payvcheck and require emplayer
contmibutions, Under SIMFLE IRA plans, emplovees ¢an conribute up o 810,500 in
2HIE, and sddstional eatch-up coninbubions up 1o 52_59H0 far parscipants over age 500
Emgplewvers must gither match employes contribetions dollar for dollar, up to 3 percent of
an entplodses’s compensation, or make a fived comtribulson ol 2 percent of compensalian
far all eligibde employees. SIMPLE [RAs are exsy for employers (o set up by using [R5
Forms 5304-51MPLE or 32035-SIMPLE, and no ongoleg reposting I8 requined.

Pupvrell-deducrion IRAS

Paymoll-deduction [RAs provide empoyers who de rat want S0 spoesor a retirement plan
anl becomme subpect 1o ERISA s fiduciary and reporting requinements & way w allow
emphyees in conirehute 1o their own TEAS through paymoll deductions.  Any employer
can sei up ong of these arrangemenis. Payroll-deduction IRAs provide s simple and
direct way for gligible emplayees o ave, deciding for themselves whether and hoo
musch to contribase up to IRA contribution limdts (up s 55,000 for 2008 and 51,000 fior
catch-up contmbutions). For emnployees, payrodl-deduction IBRAs provile an easy way
save smalker amounis exch pay peried. For employers, they are easy to set ap, and only
requine trassmiming comributbons for emgloves wode TRA. There are no emplover
contributions, amd no annual filing requirement under ERISA ar minimam coverage
requiremenis. Keeping payroll-deduction [RAs as simple &3 possibbe and fres of
unmecEssary reporting requirerments is velal b encourgging small emplovens 1o make ther
payrdl systems available o help emplovess sove for retiremen,

EESA has provaded a readmap in the form of o “safe harbar” to make it easy for
emnpliyers o construct and administer a payroll-dedoction arrenpement which would pot
creale an “emphryer sponsered” plan. Under the EI.IiIli:I.I'H.'I:.: il'an employver mamlams ils
nenimality with respect iooan IRA sponsor by nid endarsing that sporsor and simply limits

! Imempreive Bolietm #5-1 (29 CFR IS0
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its iy olvemeni to collecting deducied amounis and remitting them o the TRA, the [RRA
willl peat b spansared by the emplover and willl sot be an ER1SA-covered plan, The
gusdance clanfies that emplovers may reduce any sdminissrative hurden preseried by a
payredl deduction [RA by selecting one [RA sponsor to receive payrall contribations, and
may he reimbuarsed by the IRA sponsor for the actual cosis of operating the IRA payrall-
deduction program.

The GAD repart, “Individial Retirement Aveousts: Cavernment Actians Could
Encoarage More Employers i Offer IRAs to Employees,” stases that acenrding in [RA
providers, some emphoyers are concemed tht publiciing the availability of o payrall
deducticn IRA to their emplayees might he seen as an endorsemend of an [RA provider,
making the payredl deduction [RA suhject o ERISA. While the Depantment has ot
received similar comments from employers or IRA sporsoes, the Depariment’s guidance
does address this issue. The guidanoe siates that an emplover may encowmge an
employee o save for reticement thregh payrsd] withhelding and comtribution 1o an [RA,
aml provide informational matenals written by the [RA sponsor wilthout making the [RA
a pension pan subject 1o Title 1 of ERLSA.

Orversight of IRAs by the Department of Labor and the [R5

The Depanimwni has purisdiction over employer-spossoned [RAs and is responsible for
aversipht ol ther comglsEnes with ERISA's fiduciary standards. In EBSA s oversigh
rale, we employ o comprehensive, imepraved spproach encompassing programs for
comgp|snes sssistancs, merpretive paldance, probibaed iransaction exemplions,
education and cutreach, and enforcement

The GAL report motes that the TRS is responsible for ts rules that govem establishing
andl mairdaining all [RAs, including payroll-deduction IRAs, The report alsa nodes that
IR5 ks responsible for oversight of 1RAs theough assessment of excise iaxes on persons
who engage in prohibited transactins with [RAs, Generally, prohibibed tmnssctions are
transactinns such as loans, leases, sales between the TRA and o related party, 1Ta
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prohibited transacibon involves self-dealing by the 1A owner, the [RA is disqualified
from fasvorshle tas meatment, The Depariment has interpretive aushority over the
prohibied rransaciion nales in the Intemal Revenue Code and & availahle io pravide
interpretive assistance 10 the IRS. The Depanment alse hus sale jurisdiction aver the
granting of prohibiied iransaction exempdions for all [RAs,

A | explained earlier, payrodl-deduction IRAs are mai empdoyer-spansored plans subject
i the requirements imposed on plans by Title 1 of ERISA, Accordingly, they are not
subiject to the Depariment's oversight.  [HAs not subject o Title | of ERISA are,
however, generally suhject to oversight by the 1R5 and applicable stote laws that coald
directly regulate payroll deductions. [RAs, or persons who provide services to [RAs.

Thus, the RS provudes oversight For imdividual IR As and payroll deduction IRAs, amd
the Department pravides eversight for employver-provided IRAs subgedt o Tale 1 af
ERISA. The Depariment beleves the curnenl oversighl stnscture for IRA reliremient
programs thal am: mol employer-sponsared 5 appropnate, and would oppese changes in
currenl b that would shafl v the Departsnent aviersiphil of netinemen] prograns (bl an
ni emplover-sporsered. such & payroll-deducton IRAs, The Department has proysded
pubdanes o fasist emplosens wiho want o ensine that gy roll-dedsction IRA: made
availabile o their cmplovess ane nod shjeet o Titks Lol ERISA, The safic basbsor
gubdance is seraighaforward and ersy for emplovers o meet. To charge the Departnent
with oversight would defeal the safe karbors purpess and could discournge these
cmplovers fram providing their emplayees appartumities to save for retinement

The GAL repoat staies that thers is & gap in the da available for IRA In pur response
letber to (AL, we podnted aut that increating SIMPLE [RAs, Congress weighed the
henefits of promating retirement savings and the hurders of reponing requiremssris, and
decided 1o limit reporting requirements for these employer-sponsored IRAs. We stromgly
agree with the policy goal reflected im the 1w that small employers showld be encournged
i pravide retErement programs and should pat be overly bardened.
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EBSA Compliance Assistance, Education and Outresch Activities

EBSA beligves that some of the: besi ways to encourape small eoployers i provide
retirement savings opporiitics for their emplovess using the vehicles Congress has
made available is through compliance assistance and education and outreach activities,
EBSA providess complinnce assistance and guidance to help employers sinderstand their
fidciary ond repoerting responsshilities for emplover-sponsored plars under Title [ of
ERISA, ERSA has nlso devobed significant resournces io assist small employers in
choosing o retirement program., through comprehensive education and r:«uirnm'_'l1.1 and

regulatary programs.

ERSAs education and outreach program focuses on providing mmformation on the yarious
retirement savings options to small businesses with ne reticemend plan. These instiatives
include publicatsons as well as seminars, a DVD providing the peer perspective from
emphyyers that sponsor the most popular plans, such as SIMPLE [RAs and SEPs. and an
inberactive websile, Specilhic pubbications, whech EBSA developod moconjunction wilh
the TR, meluche “Chocsing a Belmement Salulion fiar Youar Small Business,” “Payrudl
Dioduction [RAS fior Small Business,” “SEP Retmement Plans Gor Small Business.™ anmd
“SIMPLE 1A Plans for Soall Busimess."™

The Depanimesl pamners with the American lnsituee of Centified Public Acsoumants o
reach aceoantams of small businesses 10 gsst them i their rode imibe snall business
awner's decision b 51 up o plan, The Depastment also warks with local Chambers of
Comeneree and other organizations o repch small businesses directly,

EBSA nlsa has & very active pasticipant assisiance progrm that helps peaple with their
henefits guestions and probilens, Our Benefits Advisors provide information, hut nlso
seck imformal resoluticn of complaims, and if appropriate, refer cases for investigation,
Since Cetaher 2006, ERSA s Benedits Advisors have resalved 153 complaints invalving

! Section $16.0f DRISA requires the Deparimest in mainiain a progrm designed oo effectrvely promose
retinennl incoame sayings By @e putlic. inclading infomation oa the Tomms of relifemen] sesmne savings.
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missing contributions to SIMPLE & SEP IR A= theough informal dispute reselution,
recovering 51,07 million on behalfof 1000 paricipamiz. In addition, 137 investigations
were opened as & resuli of Benefits Advisor refermals,

EBSA's Enforcement EfTaris

Ensuring the security of emplovess” retirement benefits ender the Depariment's
JjurisdictEon is a core mission of EASA. EBSA opernies an nggressive enforcement
program to protect the benefits of workers, retinees and their families. We rely an
targeting o focus our enforcement resoanoes inon effective manmer and fo enswre that
emplovers act in accordance with the law. “Targeting” is the process wherehy specific
individuals or entitics ane identified for investigation becawse of some indication thal an
ERIEA visdation may have ooourred or may be about 1o occur.

EBSA belicves thal ils methods of schectimg cases have been very sucoesslal, as EBSA
hias consistintly reporied enforcement results nearly doubde those of just a few years ago.
In FY 2007 alane, EBSA"S activilses for all pension, healll snd other wolfane beme (il
plars vicldid 1.5 billion in monetary rosuls and EBSA s Investgations bed e the
indicement of 115 persons for ceimdnal setivity relaved vo eimployes benefie plans.  Shice
2001, EBSA s achieved ssarky 511 billkon in monetary resulis and maore than 8H
criminal indictments,

With respect to those investigations invelving emplover-sponsonsd [RAs EBSA
prirnarily targeis through panicipant complaings.  During the pasi three fiscal years,
EBSA investigated | 70 SIMPLE IRA and SEP plars and ehinined monstary resulis of
approximatedy 51,E million, The majarity of the violations EBSA detected invalved the

failure 1o reminl employes ar emiplayer contrihutions to the plan

In its report, GAD expresses cancern thot ERS A iz anable 1o monitor whether all
employers that sponsar IRASs are in compliance with the low. [ goes an to recommensd

that the Departmer evaluate ways 1o determine whether emplovers who extablish
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emplover-sponsored [RAs and offer payroll-dedwuction IRLAS are in compliance with the

Inw,

Giiven the size of the emploger-sponsared plen and [RA universe, EBSA believes that its
curreni integraied approach ercompassing programs for compliance assisiance,
interpretive guidance, education and outreach, and targetimg in enforoemend is the mast
effective use of the agency's resources. |n particullar, EBSA believes ihad it would not be
an effective use of agency resources i mndomly manitor payroll-deducton [RAs for
campliance with our guidance. 1§ (AL s concern is thal employers maintzining payredl-
deduction IR As coubd be failing to transmif payroll congribatsans, enforcement of these
vialations would be ander the jurisdiction of the IES and siates.

Conclusion

bir. Chainman and Members of the Commities, thank vou for the oppertunaty o lestify
hirtore you oday. The Deparment 15 commibled o promating neliremdnl prisgrams aml
1 helping emplovers understand the varss opleons thal Congress has made available o
suppot relirement savings, We ane alio cormmaited 10 ensunng the secumty of IRA
anvings uisder our jursdiction. [ will be pleased o answer any questions you imngy lave,
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Chairman NEAL. Thank you, Mr. CAMPBELL
Mr. Reeder.

STATEMENT OF W. THOMAS REEDER, BENEFITS TAX COUN-
SEL, OFFICE OF TAX POLICY, U.S. DEPARTMENT OF THE
TREASURY

Mr. REEDER. Chairman Neal, Ranking Member English, and
Members of the Committee, thank you for the opportunity to ap-
pear today to testify on IRAs and their vital role in generating and
maintaining retirement savings of American workers and their
beneficiaries.

The TRA has been an important retirement savings tool since
1975. IRAs are now available to all Americans with compensation
income. Certain tax preferences of IRAs, however, are dependent
on the individual’s level of income, and whether the individual is
covered by an employer-sponsored retirement plan.

As more fully described in my written testimony, there are sev-
eral types of IRAs, including two special IRAs that can be spon-
sored by employers. IRAs are particularly valuable to those individ-
uals who do not have access to other employer-sponsored savings
plans, and also operate as a portable entity into which employees
can combine and efficiently manage the retirement savings they
have accumulated over their working careers.

The Administration remains committed to educating employers
about all their retirement plan options. Although the large employ-
ers typically sponsor workplace retirement savings programs, such
as 401(k)’s, 403(b)’s, 457 plans, many employers lack the knowledge
or the resources to adopt and maintain these plans.

Along with the Department of Labor, the Treasury Department
and the IRS have taken significant steps to publicize the advan-
tages of employer-sponsored IRA-based savings programs, and to
educate employers and individuals on the ease of setting them up.

For example, the IRS has developed a model plan document for
SIMPLE IRAs and SEPs, and has created a number of publications
and online resources, many in cooperation with the Department of
Labor, as Mr. Campbell has just testified.

The Administration has long been concerned that the rules of
employer retirement savings plans are unreasonably complicated.
This complexity imposes substantial compliance, administrative
and enforcement costs on employers, participants, and the govern-
ment, and hence, the taxpayers in general.

Moreover, because employer sponsorship of a retirement plan is
voluntary, this complexity discourages many employers, and espe-
cially small employers, from offering a plan at all. Complexity is
commonly cited as a reason the coverage rate of employer-spon-
sored plans has not grown above 50 percent overall, and has re-
mained below 25 percent among employees of smaller firms.

To address the hurdles employers face in trying to establish sav-
ings plans for their employees, the Administration’s budget in-
cludes a proposal for an employer retirement savings account, or
ERSA, to combine the various types of employer-sponsored savings
plans to a single type of plan with simplified administrative rules
for small employers.
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The Administration has also proposed a significant simplification
of individual IRAs to create just two types of IRAs with extremely
simple distribution rules: one that can be used for any purpose at
all; and the other would be just for retirement. Of course, the Ad-
ministration will be open to other proposals that decrease the com-
plexity or administrative burden on small employers who want to
provide savings opportunities for their employees.

While the Treasury Department and the IRS have been pro-
moting employer-sponsored retirement savings programs, and de-
veloping new ideas to make plan sponsorship even easier, we are
concerned about the prospect of imposing mandatory requirements
that could affect the ability of an employer, particularly a small
employer, to run its business efficiently, and compete effectively in
its marketplace. Operating a business already involves a significant
amount of investment. Adding yet another burden could have an
adverse effect, particularly on small employers, which are so essen-
tial to the success of our economy.

Moreover, mandating a particular benefit on small employers,
particularly to the extent such benefits impose a significant cost on
the employer, could affect the employer’s decision to offer other em-
ployee benefits that may be more relevant to the employer’s work
force, particularly health coverage.

In conclusion, we should not lose sight of the fact that the IRA
generally is not as powerful a retirement savings tool as other tax-
qualified retirement plans, such as the 401(k), the 403(b), other de-
fined contribution plans and defined benefit plans. This is pri-
marily because the restriction on pre-retirement distributions in
such other plans avoids much of the pre-retirement leakage that
occurs in IRAs. We should not encourage the adoption of IRA pro-
grams by employers that are willing and able to adopt plans that
are a better deal for their employees.

Mr. Chairman and Members of the Committee, thank you for the
opportunity to testify, and I look forward to answering any ques-
tions.

[The prepared statement of Mr. Reeder follows:]
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LL5. TrREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EvmaiGOoen USTIL 10 4,5, EDT June 6, 2008
CoNTACT Andrew DeSouss {20T) G22.2960

TESTIMONY (F TREASURY BENEFITS TAX Counsel THOMAS REEDER
BEFORE THE HOUSE WAYS AND MEANS SUBCOMMITTEE ON SELECT
REVENUE MEASURES 0%

Ivprvim sl RETIREMENT ARRANGEMENTS

Washingtan, DC—Chairmsm Neal, Rankieg Mem®er English and Memben ol the Cossmilies, |
sppreviate the oppamunity & sppear Inday o discms the issoe of individual retirement srmegements
AT AR arad their wital roke in gpendraling and mainlaming rdicemenl cvings of Americom workers aml]
their benediciarics.

Backgrouni

1RA e mvallable 10 all Americens with compersation income: (including nel eamings fhoms self.
emplgyment imalving permnal servicss). Certain tax pref ol IR As, hireeever, are dependent on
the indrvidual s level of mocme snd whether tae individusd is covered by an emplogerssponsonsd
retinemaznt plan, Theme ame severl vpes oF TRAS, mekading traditiors] deduciil: 1Ay, indbibonal
nondeductible IRAs end Hoth [RAs. Bn addilion, there are special types of 1RAs ovallahle in the
emplkoment conie st referrad o s SEF TR A and SIMFPLE 1R As,

Individupls under age WG may meke coniribgtions go a traditions] TRA, sulgest o certain limss. The
contribitions are geremlly deductible. The deduction is phasad oul, bowever, For workers with incomes
ahiny cariin kvels who e coversd by an employer-spomsoned melirgmem plam. For laspayens coeersil
by employer plans i 2008, the deducsen s phesed oo for single and head-of-hosschold filers with
malified sdjosted proas income ' (AGH betweorm §53,000 and 365 004, for mamriad couples filing joinily
with A1 between S95,0001 and § 105,000, and for marmied cooples filing separaiely wals AGI berween
50 g BN 000, For a rrevried individe) filing joenily who = nof goverad by memploaar-sporesd
plan, bul whose spoise & oovered, S deducion & phased our between 5159000 ond 51648 000 in ALl
IRA carmings am nol inglisShlo n pross mecmne until @siribaied. Chsiribaions (ingludeg both pre-fax
contribinions and aoeunt canings) are inclidble i gross Soome fof InoOme W rrHses.

"Sirahificd mefjpsicd gooss iscowe for des puposs s sd picd pross reome phe e o echcaien orange bonds,
rcres pad 20 echicaisn ke, erploper-mmaided sdopion amsimcs Bonefie, A deaducione, dobuciions Far qualifesd
BT cducm i SpTses AR Sonan ber s eu s

1
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T 1he excienm 4 Wpayer caanod of does ml make deducoie conirdutions o g mnditonal IRA a
taxpayar undor age T mey makes nondeduciile contrfations, Dhsirfulions mpresenling a retum ol
basis are not iscladible in gress ineome. wisile distrisations representing socoust comings are inclsdible
ingroes income. Thise is no income limet for nomdeduciable contrbutions: o a tesdiboml [RA

Individuale ol any age with sulMiciontly ke income may mabe contribations g Roth TRA. The
conribugions are nol deducubie. Allowable ooniritations we phased mn for workers with moomes
shanve cersin levik In TR, conlrisuliors e phocad oul Tor single or hesd-al-lusschold flers with
A betaeen 5101 000 and % 116,000, for mamied cooples Filing jointy with AG1 betoeen 5159 000 and
SHG ML, sl Tor marsial cougles Giling separalely with AGH Betwern 90 ad S100HL Accomni
carnings acoemulie s free. and qualified distribuiions { incleding accomi eamings) are nod mckeded in
g Enicame i ieome 10s purpases. D butions Tom Rot TRAS prios o mge 599 or el e
indrwidie] bers had a Bods [RA Tor 5 vears are inclisdod in moome o fho exbent they excend hasis, unless
e catei baliasin £ G agcoiinl of ded® of disability or, B an o dp oo 510000, Tof & Grel-tieee R
perchase, Disinbutioss are decmied &0 come Irom hasis firs

The mmnl aggregaic mit on contnbuiions. io all of 2 taxpayer’s IRAs {indional, nondedsctible, and
Fioil] i thie lesser of earmmgs of 35 000 I 2008, and will be Indesed for price infation sfler 2046,
Individuals aps 50 md over ey maks an addtional “caich-up™ coniribeton of wp o 51 00

Tanpayers (odhaer Than marned taspayers wio file sepeeateh ) with ACT of § 1000 o less can comverd a
trodhcional R w0 s Both IRA. In gesenl, the comversion smount s inclsded in gross inoome (bt po
Tizr purparazs o d iy eligibality Ly el The Tax Inenzse Prévesinon and Beconciliagion A
of 2003 repealed the income limsation for converseons from a tredivenal TRA w s Both IRA made afber
Drcermber 30, 2000, Taxpavers who make such comversaons i 2000 ey clect 1o ditay half of i
income mokision resuliing froms the cormersion o 2001 aad dbe cther Ball of ihe imcome inclusion in
2012, Comversione ide on oo afer January 1, 2001 will resoll o the Rl amden ol e cosveried
ampani rot previoisly included in texable incoma b be includod in dhay yvear of dho conversaon.

[CRsiritaiions from raditioral 1RAs prior o age 9944, or from Both 1RAs prior o age 595 or 5 years
e the first Roth contribotion, ane generally selyjest o o additional 10 pereent income . The Lo is
imposed on ihe poriion of an garly disinbuiie that is imchsdible in gross ineome. B applies in addion
1D ofEnary income 1wees o the disrd botsen. The additonal 15x does not opply % & roliover b &
employer plom or 1o ancther IRA, or if the disinbution is mesde m the case of desth or disahility, oo
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An employer my contribete w (1 employess” IRAs under a simplified ermglovee pension (SEPL Under
a SEP, the emplover musi connbie i ol employess’ TRAS in the same pereentape {wih coriam
excepliom). Employee comnbumions wo SEPs ane aol pemmined, except with respect oo prand(siesed
malary redection SEPs that wens i exisience on Decemsher 31, 1996,

An empliever may also cstablish puyroll deduction IR A= under which emplisvecs oy clect b ke a
portion of their pay conmibeted (o a toditonal or Roth TRA @ eny amoum wpio the snnuoal limes for
individdezil Brmldiliorel oo Rath 1RA (plus the calch-gp amaiinl, ilappheahle) Like a SIMPLE IRA,
ihzse may be set up on an setomalic basis. Thai is, de emploves may be deemed o elect o pari o
in the progrie &l & certais level unbess e eogloyes afTirmstively elects ol I graticpale or i
pariicipaie ai o dilferent lesel Albough a payeoll deduciion 1EA is essentially dbe same as an indivadual
IRA, thete are tremenibous advantages b the payenll dadustion process. [0 is generally meeepiel thal
employees ae more likely fo save i the pesoumis are auimssstically dooried o an ERA belono they reach
the sinployee™s Rsids of clockisg oo,

In wemmary, [RAs proyide o valebls kag-leem savings wol. They we pamiculaly valuabie s i
individmls whe do nof haee scoess o other emplover-sporsomd savings plans and they ame quiie useful
a5 & portahle entity o which emphsyecs com combie te reninemest sevings they amass over tier
working carcers, Wik all thoor netmemen| asseis in o sngle rest o cusiodind pecommi, omployors can
meore efTicienily and cost-eMectnvely diversity their myvestmems and ofhensise menege their retiremen

Ivings,
Inlerpridive asd Eaforcomseni Asthoriiy over TR A

The Treeary Department and the Intormal Revense Service (IRS) gencrally beve micmprdng bl
enloremend apthonty over ihe esiablishmeni and operation of indnidual [BAs snd pevrold] deduction
IRAA The Emgloyes Benefits Security Admmisiration [ERSA) of te Depamsionl of Labor, hiveever,
e prisdiction over vanous sspocts Cineludng fiduciary and disclosure requiremermshoof SEP IRAs and
SIMPLE IRA e well as cemain paynoll dedsstion TRAS diat estnil such employer isvalvenesn tha
ihay vonsiihuk an employes benef plan usder Tille 1 of st Employes BEctrement Income Seounty Aot
ol 1974 EBSA also hs jurisdiction with pespect 1o (he isterpretation of the: peokaliiend roarsaction nde
apphcable io IRAs and has staiviory auiborsy in issue in|:|il-1;dm| pnl class gxgmpdions from e
prohibiied rareoction nades for teasactions ievolvieg IRA"

Treasury Deganmend Activitics Fressating Emplayer-5 ponssred Sevings Pragrams

The Adminsraion ks I|:|n; been concemed ihat the rules of employer retiremem sivings plans are
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The Adminisration continuss o be dedicated w elucanng employers aboul relinement pla opoons.
Alihough mest large emploars sponsor workphes rebeemani savings progrems, sech as 400k, 4001k],
or 437 plans, masy small emphoyers lack the inowledge or resoenees (o adopt these plans. Alomg, with
the Dhapearimeen i ol Labor, the Tresury Departmend andl the TRS have tiken significeng seps i publioss
the sdvantapes of employersponasned 1A B savings programs ard 10 educaie emsployers mnd
indhniiluals om the mee ol setling e up. For exsemplee, the TRS ko devedopal medel plan docsmenis
fior SIMPLE [BAs ond SEPs and has created the follewmg pablications:

o Berivemenn Mo for Seall Basines (SEP, SIMPLE, and Qualified plans) (Putdcaiion 360)
Bocieicoal Retirewem? Areonpeonesds [Palslicalion 590)

Choariag @ Rerivemenn Sofnnos e Fosr Seal! Sasiness {oc-produced by e [ES and EBSA)
[ Pubsicatinn 1098)

SEP Reremweny Plaus for Small Micecres (oo-producod by the IRS and EBSA) {Publicatson
4313)

FULPLE 1RA Mo for Sma! Burdeerser (co-produced by the TRS and EBSAD (Publication 435
SEMPLE PR Plaw Ohecddiig { Publicatasn 428545

FEP Chardlind (Pubheabion 4285

Hlarve poia el reoe ofieckins s Taar? Foe SUNPLE FRALs, SEP oo okl Renivomen) P
| Pubsdication 4405
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I padilitiom iz these peblications, the TRS operaies an exiensive om-ling remune e TR -Sord
retinemen: plans for smaldl employers, “The [EA Online Resounoe Guide,” which is sl availoble os a
CO-RHA, Therne m ke video enlad “Hiow e Sel up a Retirement Fhan e YouseIUand ¥
Emsployess” mvmlabke om the IRS enline clossroom site for small businezsses

o ww o hpsdncscsunalT), OF paticular nole is the Retirement Plan Nanapator gesined Ly sl
emphowers dhiip:wwwirs govipublin-sepeionlize_nevigaiorpdil, which mnchides a video and [eads
sl employess teomh e process of ehocsing a vpe of plan and goes through the proces o
adoptimg and maisiaimmg ihe plan

Tho Employer Planes divisios of the RS paricipaied s over 3065 rvonis last year throoghost the coumiry,
rmany of which ane directed o small coglovers sl their sdvisos. The TRS his pamened wil various
groupe, includmg ihe Uniied Siaies Chamber of Commeree, the Nafional Federtion of Independeni
Busitess, md the Small Brsses Administrotion, in puning wgether rmmerials and events for small
emphoan,

O of the key Ratures that makes eonplopaer-spomseegd TRA= pigmative so small emplosers with limiled
rescuroes (s the Tact that the empioyer & niot requined u (e annal repons with the Depariment of Lobor
ar the IRS. Thes Bealurg, Bosaeviern, makes 1) maene dhilfcul & il i precra |y how many emplivens
are pdopeng them and how many employess panicipaie. Reguring more reponing woehd make it
hardiz T ermployens wilh Bmilod slministrtive resources b alopt erployment-hasal 1RA prograns
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i likely due wo the fiet than SEP aocounts mre very oonimo in busingsses in which only fhe oweer
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pamizipaies, have moch higher coniribution Times tisn SIMPLE TEAS, and heve been in exisience much
longes than SIMPLE [RAs '

Legislative Proposals

A the Anlmimistralion ks boen 1ol ahamal the humlles emplmaas Bsee in trying e codablsh
savings plans for thewr emploees, e Administration’s Bedget has included for the pasi several vears o
propesal {he “Erpdoyer Relinement Savimgs Adcoen!”™ of ERSA] o combine the vinius Bpes ol
cmployer-sponsored savings plans @i a single type of plom (with simpdified admimistrative rabes for
wmall emphens). O cowse the Adminiiration woukl B epen ko ether propasals thal decresss e
complexity or adminisiraiive berden on small emplosers dhai wani io peovide savings opporiusates (or

their ermployees,

While e Tregevary Disjpamscal noad the IRS have boss promoling emplover-sgonsoeed oifsean
savings programs md dovelopng new jdeas v make plan sporsership coser, we am eoscemed pbom
Impesing sasdaory rEquirements hat coald alSsct the ssEcy of e emplover, pamsularly s small
emplmver, o0 num it bismess officienily and compeiv effednehy in iis markeiplace. Operating a
bessiness elvendy imolves & signiflcant ameun of imesmest (vpieally the employers time end money )
andl addmg vl anct®er sirngent regpriement could have an advens: gfect. particularly on smell
empboyers, which are an essemigd sector of Americs’s soonomy. Monsower, mandeting & particuler
henefit on amall employers, peeticelady to the extent such henefits meposes a significant ost on the
emplover, coubd affect the employvers devision o offer otber employes benefis tat may be more
rebevant T thi: empliover’s work e, pakularly healih coviaps.

Finally, we shoeld et besc saght of (he Tct theal 1B A generally are ol is posesiul ol & retinemeni
savings inol as other fax-qualified retirmest plens, sach w J010k), 4030 and oiber dedined
comribution plans and defined besefit plans. This i pricaily becise e peslriclion on pre-felinamenl
distnbutioss in sech plans avoids much of i pre-recremont leakape thai cocors in [BA= We should
Nl cRcoirage mjrkeyees W o IRA progranc 6 they ane ssied willing asd able woadogp these sone
sophisticated and fNexible retiremend plams 1o benefit thor employoes

Canclusien

By, Clairman and Messbors of the Commitioe, Sask vou for B opporiumsty o appear today, and 1 will
b hapipy i respond 10 any questionm.
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Chairman NEAL. Thank you, Mr. Reeder. Ms. Bovbjerg, you
have offered a very interesting chart on page 13, which shows how
easy payroll deduction IRAs are for employers: no reporting, no
matching, et cetera. But still, usage is very limited.

Do you think if there were credits to offset some of the adminis-
trative costs, we might see greater participation by employers?

Ms. BOVBJERG. One would hope so, since we heard so much
about administrative costs when we were interviewing various
stakeholders in this system.

But, at the same time, one of the things we heard was that, de-
spite all the effort that, clearly, the Department of Labor has made,
to make these types of arrangements known to small employers,
many say that they don’t know about them, that it’s not well pub-
licized. So, anything that you were to do on the tax incentive side
would certainly have to be very well publicized at the same time.

Chairman NEAL. You cite a study showing that automatic en-
rollment in a 401(k) plan increased participation by new hires from
57 percent to 86 percent in 1 year. The increase was especially dra-
matic among young and low-income workers. I read recently that
TSP has decided to auto-enroll in the same way.

Does it seem that the evidence from auto-401(k)’s show some
need for an opt-out system, rather than opt-in? If we really want
to induce more savings, is that the path we should travel?

Ms. BOVBJERG. Well, it’s certainly encouraging that the initial
information on auto-enrollment in 401(k)’s suggests that the idea
that everyone had in creating this system appears to be right, that
inertia can work for you in encouraging saving, rather than dis-
couraging saving. That might be something that could work with
workplace-based IRAs, as well.

Chairman NEAL. Okay. Mr. English?

Mr. ENGLISH. Thank you, Mr. Chairman. Mr. Reeder, may I
ask specifically, one of the topics that we are exploring today is ob-
viously the concept of the automatic IRA.

Can you generalize and share with us Treasury’s view of this ini-
tiative and this device?

Mr. REEDER. Yes, Mr. English. The automatic enrollment, as
has already been pointed out by other testimony, is a very effective
tool in getting people who wouldn’t ordinarily save to save. The Ad-
minli{stration is committed to making auto-enrollment programs
work.

The Pension Protection Act greatly improved the ability for em-
ployers to provide auto-enrollment. We believe that auto-enroll-
ment, even in the context of an IRA, would greatly increase savings
among employees, particularly low-income employees.

Mr. ENGLISH. Mr. Campbell, what is the view of the Depart-
ment of Labor of the prospect of an automatic IRA device?

Mr. CAMPBELL Well, as has been alluded to, in the context of
401(k)’s and other plans, automatic enrollment has proved to be
very effective. The Department of Labor, as well as Treasury, have
been very active in implementing regulations to facilitate that, and
to make that known to employers, and advertise it. I think there
is no reason that concept wouldn’t work for IRAs, as well.

One distinction I think, though, is in the context of 401(k)’s,
there is an employer who is selecting the providers of the invest-
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ment options that workers are defaulted into when they don’t give
investment direction. Then, from the proposals I have seen so far,
it is not clear to me how that issue would be addressed in some
of the automatic IRA proposals.

Mr. ENGLISH. I guess, in a related point, in your view, studying
the two proposals before the Committee, how would you anticipate
automatic IRAs would be administrated? Could they be adminis-
tered without an excessive burden? Do you see any particular chal-
lenges in their Administration?

Mr. CAMPBELL Well, obviously, the goal would be to make a
program like that not present an excessive burden.

I do think the issue I just mentioned is one of the crucial ones.
In the context of a 401(k) or other plan, there is always someone
out there who is responsible for the selection of investments, who
is looking at the appropriateness, at the fees, and carrying out
their fiduciary duties and assessing those factors in the interest of
the workers.

If the intention in an automatic IRA is that the employer not be
sponsoring a plan, it’s not clear to me who then would fulfill that
function, and how that would function in practice.

Mr. ENGLISH. Mr. Reeder, from the standpoint of the Treasury,
doAygu see any special challenges in administrating automatic
TRAs?

Mr. Reeder. Other than the one Mr. Campbell pointed out, we
don’t see any special challenges.

Mr. ENGLISH. Thank you, Mr. Chairman.

Chairman NEAL. Thank you, Mr. English. The gentleman from
Washington, Mr. McDermott, will inquire.

Mr. MCDERMOTT. Thank you, Mr. Chairman. I've been in Con-
gress 20 years, so I fly back and forth on the same airline every
Friday and Monday. I have gotten to know the United employees
quite well.

I had a discussion with one of them the other day about the pen-
sion system that we have created for him by our laws, which allow
companies to go into bankruptcy and strip out their pension bene-
fits, and then throw people into the pension guaranty fund. This
gentleman has worked for United Airlines as a flight attendant for
2214 years, and he is going to receive $272 a month when he re-
tires.

Now, I—what I am struggling with is how do we make a better
system. It used to be that you went to work for a company like
United, and you came out with a defined benefit—you knew what
you were going to get when you got to your senior years, and you—
we've changed all that by allowing the bankruptcy laws to be ap-
plied in the way they have.

How does this system of forced enrollment in a 401(k), how does
that make it better for them? Explain how he will be guaranteed
at the end of his working career, if he started 22 years ago putting
mon‘?y into this, how does he guarantee that he has a better deal
now?

Mr. CAMPBELL Is that addressed to me, Sir?

Mr. MCDERMOTT. Any one of you.

Mr. CAMPBELL The—one of the virtues—obviously, all the dif-
ferent sorts of retirement plans and pension plans that are avail-
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able have different strengths and weaknesses, which is one of, I be-
lieve, the benefits of our system, in that employers and workers are
able to, together, select the plans that make the most sense for
their particular situation.

One of the benefits of a 401(k) plan is portability. The contribu-
tions that have been made to the plan are the property of the work-
er from their inception, and can be rolled over and transferred from
job to job. In an increasingly mobile work force, where fewer em-
ployees are choosing to work for the same employer for 20 or 30
years, that’s a valuable benefit.

That is not at all to denigrate the importance of defined benefit
plans, which is part of the reason the Administration urged Con-
gress to pass the Pension Protection Act, to improve that system,
improve its solvency, and protect the benefits of the workers that
they’ve been promised.

Mr. MCDERMOTT. Is this system—education has always had
the kind of—sort of you put your money in, and you can carry it
from one university to another.

The question is how do you give the worker the ability to under-
stand the costs in the system, and—the average person doesn’t
spend their life, if they’re a professional, sitting around, figuring
out what the 401(k) fees are, and where they’re hidden, and all
that sort of thing. What clarification do we need to make it possible
for them to know what they’re actually buying into, and what
they’re going to get?

Mr. CAMPBELL Well, the Labor Department currently has two
regulations that we are in the processing of proposing that address
both of those concerns.

The first is building on the investment advice provisions in the
Pension Protection Act that make it easier for workers to get access
to professional investment advice to help them make those deci-
sions.

The second deals with disclosures to workers about both the fees,
the past history, the performance, the nature of the investments in
their plans in a very concise and useful way. So, that, rather than
getting 20 or 30 pages of legal gobbledegook in a prospectus that
is not read, the workers would instead get a very concise compara-
tive document, or a chart that would let them get the basic infor-
mation at a glance of what the options are in their plans, and make
comparative judgements about them.

We anticipate issuing those proposed regulations in the near fu-
ture. They are currently pending at the Office of Management and
Budget under review, pursuant to the executive order.

Mr. MCDERMOTT. How do you guarantee the worker that some
plan manager is not going to be doing what we’ve been seeing in
Wall Street recently?

Mr. CAMPBELL Well, the Pension Protection Act provided a
number of safeguards to ensure that the investment advice is im-
partial, and not tainted. Essentially, it either has to be provided on
a level fee basis, in which the person providing the advice gets paid
the same, regardless of the options the worker picks to invest in.

Alternatively, advice will be provided through an unbiased com-
puter model that would have been certified not to give biased out-
comes.
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Mr. MCDERMOTT. But the worker

Mr. CAMPBELL So, I that the congress has addressed that.

Mr. MCDERMOTT. But we just saw on television this last week
people who, as the companies were going downhill at 100 miles an
hour, were still recommending that people buy those stocks, right?
How do you stop that? How do you protect the worker on United
Airlines from that kind of investment scheme?

Mr. CAMPBELL Well, again, I think the intent that Congress
has in passing the PPA, and that the Administration had in the in-
vestment advice provisions, is that workers will benefit from better
information. There may well be analysts in the universe of picking
stocks who advise this, that, or the other.

But the basic information about investing: the importance of di-
versification, the importance of investing in a way appropriate for
your age, so that you’re not holding 100 percent equities, or 80 per-
cent employer stock when you're 10 years from retirement, that
type of information will be extremely valuable to workers, and is
the kind of information investment advice will make available.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

Chairman NEAL. Thank you, Mr. McDermott. The gentleman
from Connecticut, Mr. Larson, to inquire.

Mr. LARSON. Thank you, Mr. Chairman, and let me say from
the outset I am an unabashed cosponsor of the Neal-English auto-
matic IRA.

I have some questions and concerns, though, with respect to
those that are not able to receive the benefit. I would like to ask
all the panelists, but I will start with Mr. Reeder. This question
has a couple of parts to it.

What, in your estimation, are the income classes for those who
can benefit from IRAs? Who does this leave out? Is there a way,
and{)what would be a way to—for government to help bridge this
gap?

I believe that a saver’s credit can be that bridge, but I am inter-
este(cll in what the panelists have to say. We will start with you, Mr.
Reeder.

Mr. REEDER. As I pointed out in my testimony, the current tax
preferences are dependant upon people’s income, and whether or
not they’re covered by a employer-based retirement plan.

So, if they’re not in an employer-based retirement plan, any tax-
payer can gain the tax preference. I believe you're referring to peo-
ple who aren’t taxpayers.

Mr. LARSON. Exactly.

Mr. REEDER. Therefore, a tax preference is of no use to them.

Mr. LARSON. So, for example, people in the $30,000 to $50,000
range, can, in fact, because of—end up with no income tax liability,
in essence, are the people most in need of savings, but in fact, it
seems as though our system is geared toward providing those that
don’t need the savings to getting the savings.

Is there a way that you could see for government to bridge that
gap, to help out the $30,000 to $50,000 person in this area?

Mr. REEDER. I think a lot of the people in that $30,000 to
$50,000 gap are taxpayers, and they can avail themselves of the
saver’s credit, which is available. But I think you’re referring to
those people in that range that are not taxpayers. The bulk of
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those folks are already getting a very large much larger portion of
their income in retirement through social security.

So, there is a forced savings program in place already, in the
form of social security for the

Mr. LARSON. With the country at, for the first time since the
Depression, at negative savings, should the government be involved
in providing incentives to assist people in that range group?

I am all in favor of the automatic IRA. I think that that’s a great
step forward. But I think that there is still a gap.

Mr. Campbell, what does the Labor Department think?

Mr. CAMPBELL One of the benefits of a payroll deduction IRA,
for example, even if you ignore the question of whether there is a
particular tax benefit to an individual, it is still a very convenient
and easy way to save. One of the things I think studies have gen-
erally shown is that the easier it is to save, the less additional ef-
fort an individual has to make, the more likely they are to do so.

So, even if there is not a tax incentive for a lower income worker
by virtue of a lack of tax liability, they still may be very effective
in having these simplified programs as options

Mr. LARSON. What about a government-incentivized saver’s
credit?

Mr. CAMPBELL Well, I really do think I should probably defer
to the Treasury Department on tax credit issues.

Mr. LARSON. Mr. Reeder, what about a government-incentivized
saver’s credit?

Mr. REEDER. Well, the saver’s credit that exists, we’re very
much in favor of. We’re a little bit concerned about making it re-
fundable. We are constantly concerned about complexity of Admin-
istration and potential fraud that is available any time you have
a refundable credit. But that is something that should be studied.

Mr. LARSON. Isn’t it something like 59 million people that are
eligible, but only about a fifth of them participate?

Mr. REEDER. I'm not particularly familiar with that particular
ratio, but that sounds reasonable. That sounds like it’s logical.

Mr. LARSON. Ms. Bovbjerg?

Ms. BOVBJERG. The saver credit—I'm aware that there are
some statistics that it’s not used to the extent that it could be.
Making it refundable could entice more people into saving. I would
like to see some analysis of how effective that would be, and how
much it might cost, and I'm glad to hear that maybe that is being
done.

I think, though, that, as Mr. Campbell says, the inertia of having
something that is more automatic would be a huge factor for peo-
ple. It would be interesting to see how much of the problem that
might address.

Mr. LARSON. Mr. Reeder, you said that there were a lot of—you
were concerned about the fraud, abuse, and administrative costs.

Could you amplify on that at all? I see my time is up, but——

Mr. REEDER. Well, I am not an expert in the Administration of
all the credits at Treasury, but I do know that there are some
issues, especially, for instance, with the earned income tax credit,
which is refundable.

Mr. LARSON. Thank you, Mr. Chairman.
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Chairman NEAL. Thank you, Mr. Larson. The gentlelady from
Pennsylvania, Ms. Schwartz, is recognized to inquire.

Ms. SCHWARTZ. Thank you, Mr. Chairman. I too want to ex-
press my support, enthusiastic support, for Mr. Neal’s legislation.
I think the experience that we have seen already with opting out,
rather than opting in—you’ve mentioned about the—getting people
to—the inertia work in their direction, which is to encourage sav-
ings, is really important for all of us.

I think just—well, this afternoon, we will be passing a resolution
to encourage Americans to save. Mr. Johnson and I did that. Hav-
ing some tangible ability to do that, as we suggest in—with the
TIRAs, automatic IRAs, is really a good thing. So,—and I—so, like
I say, I have been very supportive of doing more to encourage
Americans to save, recognizing what we’re up to.

One of my questions, and one that I wanted to raise with you,
is something—is whether we could use the IRAs in a way that also
addresses a slightly different problem.

I know there are some exceptions, or ways you can withdraw
early from IRAs now, so it’s a little different than what we’ve been
talking about, but I wanted your opinion about something I've been
thinking about, and that is that early retirees, basically those who
are 59-and-a-half, may find themselves, particularly as we are mov-
ing ahead, unable to afford health insurance. It’s really the largest
group, as I understand it, of those Americans who don’t have insur-
ance, who are over 55, before they get Medicare.

I think that, particularly if they don’t have health benefits that
they can afford or extend beyond employment, if they choose to re-
tire early, over 55, there is 5%2-year potential gap of when they’re
going to find it very difficult to pay for health insurance, private
health insurance.

So, my question is kind of an open-ended one, is what do you
think about using potential—using tax law to allow people to with-
draw from their IRA for the express purpose of paying for health
insurance if they have chosen to retire early, for those five-and-a-
half years? Can we make some exceptions in the ability to with-
draw?

This is not withdrawing early, but to be able to use—say, not
have to have them pay tax. So, it’s treated sort of the same way
that, if they were employed, they wouldn’t have to pay taxes on
their health benefit. This would sort of apply the same principle,
but to the IRA, which they could then withdraw without penalty
at age 594,

So, sort of an open-ended question as to what you think about
that. My thinking here is not only is health coverage a huge issue
for many Americans, but particularly for those before Medicare in
those early retirement years, but you know, it’s also a way that
people might want to say, “I don’t want to save, because I'm afraid
I might have certain kinds of expenses.”

So, we have made some exceptions around education and health
premiums if you're unemployed or buying a first home. So, given
the concern we have about 47 million Americans, many of whom
are in this age category, what do you think about that? I don’t
know if you haven’t thought about it, but if you have, it’s just sort
of a concept?
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Again, that would encourage people to think about using IRAs
because they would know that they would be able to have the abil-
ity to use it for yet one more purpose.

Mr. REEDER. I don’t know that any of us are in the position to
give you a definitive answer, because this is one of the first times
we have heard about it. But being from Treasury, I think I will
start off the answers.

We, at Treasury, have long been concerned about the increasing
erosion of retirement savings. When IRAs were first created, they
were established solely for retirement. Now, not a year goes by
when something doesn’t come up to tap into those retirement sav-
ings, all of them good reasons, very valid reasons.

What you are proposing is a kind of a super-preference, because
it would give to the distribution tax exemption, so it would be tax-
free going in and tax-free going out. There is already a very limited
area where that occurs, and that’s with the HSAs. I think if you
did that with IRAs, you may actually encourage people to tap their
retirement savings who might not already be inclined to tap their
retirement savings. They may have other assets that they could
use to pay that insurance, but instead would use the retirement
savings because it would be tax-free.

Also, a question whether or not it’s equitable to give somebody
who has an IRA that super-tax preference over somebody who
doesn’t have the IRA, who couldn’t have the tax-free

Ms. SCHWARTZ. But now with HSAs, for example, we get tax
preferences for HSAs, and there are many people who don’t have
access to HSAs. You know, there are people who don’t get health
benefits through their employer. We give quite a bit of health pref-
erence—preferences to employers and employees who get benefits
through their employer—through their workplace. If you’re an indi-
vidual, that’s a different concern.

So, there are—there is a significance tax preference. Anyway I
know it’s a new idea——

Mr. REEDER. I understand.

Ms. SCHWARTZ [continuing]. But I just wanted to—I just was
interested in whether that—it was something we might be able to
consider as we consider encouraging people to save for retirement.

Again, some of the things that I think prevent people is that they
worry about expenses coming up that they won’t be able to handle
that are pretty immediate. Even in this case, particularly someone
who might have not started an IRA a long time ago—I mean, I
don’t think the 25-year-olds are thinking about this, but someone
who is 45 might be thinking of this, who might say, “Well, I could
do an IRA, but what happens to me, you know, when I'm 59%2 and
I'm going to retire early?”

So, if you have some thoughts about it—I think my time is up—
but if you have some thoughts about it going forward, I certainly
would appreciate maybe your thinking about that, or we could be
in touch with you about this. Because again, these are both impor-
tant issues for us, both retirement savings and, of course, health
coverage for Americans, particularly those who are in early retire-
ment, pre-Medicare.
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So, I think with that, maybe this is a chat I should have with
the Chairman at some point, as well. But I will. So, thank you very
much.

Chairman NEAL. We thank the gentlelady. The gentleman from
New York, Mr. Crowley, is recognized to inquire.

Mr. CROWLEY. Thank you, Mr. Chairman. If I could, for Ms.
Bovbjerg as well as Mr. Reeder, my question pertains to the bene-
fits in the Tax Code for encouraging retirement savings. The gov-
ernment estimates show that the Treasury—$110 billion in rev-
enue in an effort to encourage savings. That was in 2007. But the
data shows that those who are receiving—who are saving in IRAs
are—tend to be better educated and higher wage earners than the
average American.

The question I have—and not necessarily in a way to disparage
the system, it’s just more a sense of feel from you all—do you think
that these tax subsidies are encouraging savings, or are they sim-
ply rewarding people for actions that they would otherwise—they
would take normally anyway, in terms of savings?

If you think these benefits are helping to encourage savings, how
can we expand these benefits to capture more Americans in the
system?

Ms. BOVBJERG. Well, you're bringing up the flip side of the
point that someone raised earlier, which is a tax incentive is a big-
g}(ir incentive for someone who is in a much higher tax bracket
than——

Mr. CROWLEY. Right.

Ms. BOVBJERG [continuing]. It is for someone who is not paying
very much tax. This is an issue that, actually, comes up all the
time in the pension area, and it is something that Ways and Means
has asked GAO to look at, the distributional effects of the tax pref-
erences and pensions.

Mr. CROWLEY. Mr. Reeder?

Mr. REEDER. I think the behavioral economists—of which I am
definitely not—would agree that the incentives do produce new sav-
ings. But I also think they would agree that some of the savings
is savings that would occur anyway. So I think the answer is, a lit-
tle bit of both.

Mr. Larson was focusing largely on how to refocus that tax pref-
erence so that it does create retirement savings that wouldn’t have
ordinarily occurred. I don’t have the silver bullet for that answer,
and there may be some things you can’t do with the Tax Code. But
I think most people here think you can do most anything with the
Tax Code.

[Laughter.]

Mr. CROWLEY. Ms. Bovbjerg, in your report you mention that
there are some barriers that exist that discourage employers from
offering payroll deduction IRAs, and you include in that lack of
flexibility, cost to employers, limited incentives to employers to
offer the plans, and generally a lack of awareness.

Could you walk us through how a small business—one in the
range of 12 or so workers—would try to access a payroll deduction
IRA for their employees, and do that in a real-world context, as
well as perceived barriers, and suggest ways that we can help
break down those barriers?
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Ms. BOVBJERG. I am quite sure I could not do justice to the
plight of the small businessperson in managing such a thing.

But the first thing is you would have to know about it. Appar-
ently, many of them don’t know that this is an option. They have
fears that if they do offer this to their employees, and they identify
a provider and then tell the employees about it, that suddenly they
will be a fiduciary under ERISA, that they will be a plan sponsor.

Now, we know that that is not the case, that it is not true, Labor
has put safe harbor guidance out there. But if I'm the small
businessowner, I have to be able to understand that guidance. It
probably would also help if my employees asked me if I would do
it.

But I think that it can represent a burden to people to find out
about these things. If they do their payroll by hand, it’s another
thing that they have to deal with, to employ the payroll deduction
and send it off to whoever is holding the IRA. It could be burden-
some.

But there are a lot of small businesses who do have electronic
payroll. There are probably not as many for employers with fewer
than 12 employees than for those with 50. But there are those with
electronic payroll who still are not doing this.

So, when we made recommendations to Labor and IRS, we were
really thinking it’s not that Labor’s doing something poorly, or
doing something bad, it’s just that it’s pretty clear when you go out
there that Labor is not doing enough to incentivize these employ-
ers.

Mr. CROWLEY. Thank you. Mr. Reeder, finally, the saver’s cred-
it that was created in 2001 was billed as being a tool to help tax-
payers earning less than $50,000—a credit for depositing money in
their 401(k) accounts.

How many people have enrolled in that program? My concern is
that it does not appear to be working as intended for several rea-
sons. One, low-income folks don’t have the means to save as others
do, simply because they’re living paycheck-to-paycheck.

Secondly, this is a non-refundable tax credit. Many of these peo-
ple have very small, if any, income tax liability.

Does the Administration think we should expand this credit to
be a refundable credit?

Mr. REEDER. I am not in a position to say that we are for or
against making it refundable, but I have expressed concerns about
administratability, and it would have to be evaluated in terms of
the revenue involved in the entire portion of the bill.

But I agree with you, that it doesn’t encourage everyone to save.
There are some people who just do not think they have the means
to save.

Mr. CROWLEY. How many actually—if you could, Mr. Chair-
man—if I could just further inquire—how many people have actu-
ally enrolled in this program?

Mr. REEDER. It’s about 5.3 million people.

Mr. CROWLEY. Generally, of what age are those individuals?

Mr. REEDER. I don’t have the age breakdown with me. I don’t
even have a speculation. But I could definitely provide that data.
I think we have an age breakdown, I'm not positive.
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Mr. CROWLEY. We would be interested in that, I think, how
many people are borrowing from their parents in order to make ac-
cess to that enrollment. So, I would appreciate that, thank you.
Thank you, Mr. Chairman.

Chairman NEAL. We thank the gentleman, and the gentleman
from Wisconsin, Mr. Kind, to inquire.

Mr. KIND. Thank you, Mr. Chairman. Thank you, again, for
holding this very important hearing today. I thank the panelists for
your testimony.

Mr. Campbell, real quick, Mr. Hulshof and I certainly would ap-
preciate any Administration feedback that you might have with the
SAVE Act that we had previously introduced and was testifying
about today.

Ms. Bovbjerg, we appreciate the GAO update of the study and re-
port that you just released this month on increasing savings oppor-
tunities for more employees.

Perhaps I should have read it a little more closely, but were you
offering some recommendations—and you testified previously about
the need to do more education outreach with small businesses
throughout the country, about the availability of what already ex-
ists, but did GAO offer any recommendations, or policy guidelines
on how we can best accomplish that at all?

Ms. BOVBJERG. It’s difficult for Labor, because they are already
doing a lot. We felt that, for example, in the guidance they could
be more specific about what would make you into a title 1 ERISA
employer, and what does not, you know, what exactly constitutes
the safe harbor.

It’s difficult to reach out when you don’t always know who is eli-
gible to do this. I mean, one of the frustrations that we found is
there are no data on payroll deduction IRAs. We thought that any-
thing that could be done to learn more about these, learn more
about what it costs small employers to do it, you know, what are
really the fears out there, and how we can learn more about how
many are out there. We thought that the Bureau of Labor Statis-
tics, for example, could add some questions to their national com-
pensation survey that would help.

I mean, these are also things that could be done in the context
of some of the policy changes that have been suggested here today,
in your bill, or in the Neal-English bill. Oversight, as well, would
be important. Those were the recommendations that we made.

Mr. KIND. Right. Well, the more that we've researched the topic,
too, I think there is a very real concern about any fiduciary obliga-
tion that small businessowners would have by offering these types
of plans. We were trying to clarify that more, and make it more ex-
plicit in the legislation, that—so that’s not an additional burden
t}ilat might prevent them from offering these plans for their em-
ployees.

But you know, staying with you—and, if Mr. Campbell and Mr.
Reeder, if you want to chime in on this, as well—but we were try-
ing to thread the needle a little bit as far as the automatic enroll-
ment in IRA under our legislation. We allow the automatic enroll-
ment, but we still allow the discretion of the small businessowner,
whether they want to participate in the automatic sign-up, or the
automatic—therefore, not mandating it upon them.
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Because the concern, obviously, that we share is that if you have
too many strict mandates on small businesses, they’re just going to
walk away from it anyway, and not offer it to their employees.

Does that seem to you to strike the right balance, having an
automatic enrollment, but still leaving it up to the discretion of the
small business employer, of whether or not to have that feature ap-
plied at the plan that they’re offering?

Ms. BOVBJERG. Well, you would have to make sure that people
know that this is out there. I think we would have to do more, be-
cause otherwise it’s not really clear that you would have that many
employers participating.

On the other hand, it’s difficult to measure any increase that
might result, since we don’t know how many are out there now.

Mr. KIND. Right. Mr. Campbell, any thoughts?

Mr. CAMPBELL. Well, I would say, conceptually, that is very
similar to what Congress did in the PPA with respect to automatic
enrollment in 401(k) plans. It’s now very clear that this is a feature
that plans may adopt, but it’s not required that plans adopt it.

I guess my concern, as I had expressed earlier, is the question
of, when it comes to automatic enrollment: who is making decisions
about the appropriateness of the default investments when workers
aren’t providing elections, who is assessing the reasonableness of
those fees, is the employer a fiduciary for those purposes or not?
That’s a question that didn’t arise in the 401(k) context, because
it’s very clear they are fiduciaries, and do have that responsibility.

Mr. KIND. All right. That’s a good point. Mr. Reeder?

Mr. REEDER. Bearing that particular problem in mind, I think
your approach does strike the right balance. We too are concerned
about the mandates on small employers, and the likelihood of that
affecting other benefits that employers may offer, and also whether
or not the employer is willing to adopt a more flexible 401(k) plan.
If you force them into an IRA, it may detract from their desire to
go into a more sophisticated plan.

Mr. KIND. Right. Thank you all. Thank you, Mr. Chairman.

Chairman NEAL. I thank the gentleman. The gentleman from
North Dakota, Mr. Pomeroy, is recognized to inquire.

Mr. POMEROY. Thank you, Mr. Chairman. I want to begin by
commending you on this hearing. I think the hearing is very impor-
tant in a couple of respects.

First, it clearly establishes that Ways and Means is going to be
vigorous in its assertion of jurisdiction relative to retirement plans.
They are rooted in the Tax Code, this is squarely in our ballpark.
We don’t intend to defer to another Committee. This is what we’re
going to do. Thank you for your leadership as Subcommittee Chair-
man.

Secondly, I really—I think that the panel has been terrific, and
I am very delighted with the engaged participation of the Members.

As we look at what’s ahead of us as a country, getting people pre-
pared for lifelong income in retirement, and the retirement savings
dimension of that puzzle, is extremely important. I think we'’re
probably a little belated in really putting this in central focus, but
it’s pretty clear from this morning that’s exactly where it is now,
and that’s terrific. Better late than never, and I think this is ter-
rific.
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I am all for the goal of improving savings. Workplace-based sav-
ings vehicles have been the most effective means of promoting sav-
ings for retirement, in my view. In North Dakota, we’ve got about
4 out of 10 workers that have that opportunity. So, ways that we
expand it? I'm very interested in looking at all possibilities.

I do share the concern that Treasury represented, that we don’t
want to advance something by way of a default IRA administered
at the employer level, thinking we’re reaching the roughly half na-
tionally that don’t have workplace savings, only to find that we'’re
somehow eroding 401(k) sponsorship by plans. I think we’ve got to
pay very close attention to the interplay of trying to extend reach
without somehow disincenting what we have already achieved in
the voluntary employer participation. So, we will have to be careful
on that one.

I want to now turn to issues of retirement savings, and things
that we’re hearing. One of the things we're hearing is—I remember
last decade, people my age, the Baby Boomers, talking about early
retirement, suddenly retiring in the fifties, pretty broad-spread as-
piration. 401(k) balances rising appreciably, everyone pretty happy.

How that has changed. We now see that basically the Dow, at
the beginning of the decade, was $10,500 to—now it’s about
$11,800, a 10 percent increase over the last 8 years. The account
balances haven’t grown like people thought. Wages have stagnated,
prices have increased. People have actually gone into their IRAs—
their 401(k)s, borrowed against them.

In any event, there is much less anticipation of what’s happening
there, which means, I think, there is now a widely spread view
that we’re going to be working a few years longer than we might
have wanted or thought we would have to.

The data from GAO, Ms. Bovbjerg, has been particularly telling,
in terms of asset accumulation, especially focused on the baby
boom cohort. I don’t know if you're familiar, off the top, with it or
not, but I will quote some of the findings released a year ago in
a GAO study.

The—of $7.6 trillion in financial assets held by baby boomers,
the top 50 percent owned 97 percent; the bottom 50 percent owned
3 percent. It’s staggering. The bottom 50 percent of baby boomers
owned 3 percent of the wealth held across that cohort, with about
a third having no wealth whatsoever. I think that this speaks to,
in part, earnings capability—or earnings levels that really are not
providing the opportunity to save.

I have been very pleased with the saver’s credit enhancing the
incentive to modest earning levels. While I think it would be better
extended on a refundable basis, the reality is if your income is so
low there is no tax liability, the opportunity we’re going to enlist
people even with the saver’s credit extended on a refundable basis,
in my opinion, is less than people might expect.

What does—Barbara, based on your familiarity with these stud-
ies, do you have observations about wealth distribution across the
cohort that you could expand upon?

Ms. BOVBJERG. Well, I know the report that you mention. It’s
one that uses the term “Baby Boom Generation” in the title, I
think, and we were asked to look at the issue of whether, when
boomers retired—Dbecause it’s such a large generation, and each
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year the birth cohort grew so quickly—when boomers retired,
would there be a market meltdown in the stock market.

The short answer in this report was, “Good news: No, there won’t
be a market meltdown, because retiree behavior is such that people
continue to buy and sell stock in their retirement, they wouldn’t
just sell it all at once.”

The bad news was that hardly anyone in the boomer generation
had assets, and the figures that you mentioned were very sur-
prising to us. We found that there was a significant portion of that
cohort whose greatest financial asset was their vehicle. Boomers
are not—speaking as one, I can say this—are not young people any
more. I'm sorry.

Ms. TUBBS JONES. Speak for yourself.

Ms. BOVBJERG. Well, I'm on that front edge.

Chairman NEAL. Let’s not try that again.

[Laughter.]

Ms. BOVBJERG. But the younger boomers were born in 1964.
They’re already in their forties. They needed, in this retirement in-
come world that we’re facing, they really needed to have started
saving before this, and they have a lot of catching up to do.

We did another report on defined contribution plans that in-
cluded IRAs, by the way, because we had difficulty separating them
from 401(k)’s, and we found that the average balances, even if you
project out into the future, into the 1991 birth cohort, were not
really going to be substantial. There will be people who will have
significant balances, who will certainly have the resources for a se-
cure retirement. But there will be a significant percentage who will
not have anything from defined contribution plans. Theyre going
to essentially be living on Social Security.

So, the concern about how to help people save and how to help
assure a secure retirement for people, particularly in the lower
earner categories, is really urgent and crucial.

Mr. POMEROQOY. Thank you. Thank you, Mr. Chairman.

Chairman NEAL. I thank the gentleman. The gentlelady from
Ohibo.

Ms. TUBBS JONES. Thank you, Mr. Chairman.

Chairman NEAL. You're recognized to inquire.

Ms. TUBBS JONES. Ranking Member. I am in the baby boomer
session. I'm a 49%er and I think I'm still young and active. We're
still in this, and we’re going to be in it for a while.

But all kidding aside, this is an area that is very important to
me. I don’t serve on this Subcommittee any more. I used to serve
on the Subcommittee, and moved on to health Subcommittee. But
retirement security is a big deal for me, and I think that I want
to celebrate my colleagues for offering this proposal. I have not
signed on yet, but I am taking a close look at it.

There are lots of things that we have to do. Just as we are in
the midst of a real issue in the housing foreclosure area because
people were not well educated in the process—most of them, there
are some who did it, not knowing what the possible consequences
are. There are people in America who are still not well educated
on retirement security.

I want to contemplate that we should determine how our Com-
mittee could give some incentives to young folks to start very early
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in the retirement security piece, even if it were part of—and I'm
jumping into the education and the workforce Committee for a mo-
ment, but required course work for young people to graduate from
high school, to require them to understand this process. But in the
interim, while the people who are already out of high school like
us, that just graduated about 10 years ago, we need to work on
incentivizing them, as well as incentivizing employers and others
to encourage retirement security.

See, when I speak, the bells go off, things start ringing, and ev-
erything. So, I'm going to stop, just for a moment, for the bells to
stop ringing. They stopped. This is my pager going off on me.

But what I am curious about—and when I was outside in the
anteroom, I heard someone speaking about United Airlines employ-
ees. Who was that? Anybody?

Mr. POMEROY. Mr. McDermott.

Ms. TUBBS JONES. Oh, Mr. McDermott. The reason it’s of im-
portance to me is my father was a United Airlines employee, my
brother-in-law and my sister were all United Airlines employees,
and I watched the concern that happened with that company, as
well as with all the steel companies and all the rest, about how do
we handle that retirement issue.

But as we're talking about IRAs, we tend to be now talking about
people who choose to invest or put money into an individual retire-
ment account. I think that we’re going to have to spend some time
really, really incentivizing employers to have this discussion, just
like we incentivize them to have money to do training for their
workers. Small manufacturing shops have the opportunity to get
money to train their workers. We ought to figure out how we can
include the whole discussion about financial literacy, as well as in-
vestment for the future.

I really don’t have a lot of questions. Since the bells are going
off, I know people are looking at me, “All right, shut up, Stephanie,
we’'ve got to move on,” but I just come to this Committee—I know
you're not saying that, Earl, you're my good friend, okay—but I
come to the Committee to express my concern on this issue, to cele-
brate the work of my colleagues, and to let you know that, from
my perspective, from my office, I'm ready to go to work to help
workers across this country plan for retirement.

One of the things that I have done in a totally different area was
to incentivize workers who receive lump sum benefits to purchase
an annuity so that that money lasts over time. Because we all
know when you get a lump sum, it seems like a whole lot of money
that day. But if you spend it off, over time there is none left when
you retire.

I thank you, Mr. Chairman, for giving me a chance to sit in with
you guys today and be a part. Thank you very much.

Chairman NEAL. Thank the gentlelady for her thoughtful com-
mentary. Let me thank our panelists for their very thoughtful testi-
mony today, as well.

I would like to advise the third panel that we now have three
votes on the House floor. So, the Committee would stand in recess
for approximately 20 minutes. At that moment in time we would
reconvene. I want to thank the panelists, again, for their help.

[Recess.]



80

Chairman NEAL. We thank the panelists as we reconvene. I
would like to begin by recognizing Mr. Estrada.

STATEMENT OF LEOBARDO ESTRADA, PH.D., PROFESSOR OF
URBAN PLANNING, UNIVERSITY OF CALIFORNIA, ON BE-
HALF OF AARP

Mr. ESTRADA. Thank you very much, Mr. Chairman. My name
is Leo Estrada, and I am a member of the board of directors of
AARP, and T am here today to testify on their behalf and our 40
million members who are representative of the nation, as a whole.
Just like the rest of the nation, they are feeling the impact of the
high cost of food and energy, and are being forced to make difficult
economic decisions with dire long-term consequences.

As increased costs continue, a quarter of all baby boomers are
pulling money out of their retirement savings early to pay for ev-
eryday expenses, like health care and food. For many segments of
the population, the news is even worse. A third of Hispanics are
no longer saving for retirement, and 26 percent are prematurely
raiding their nest eggs to pay for everyday needs. Half of all
women have no pensions, and 44.3 percent of African Americans
aged 65 and older receive all of their income from Social Security
payments, alone.

Certainly this economy is hitting us all, and efforts like the re-
cently passed stimulus checks are helpful. But we must look be-
yond the near term. We are thankful for the Committee’s vision in
examining long-term solutions to the financial crisis our Nation
currently faces.

The idea that retirement finances consist of a pension, personal
savings, and social security is dying out. Defined pensions are
fewer and further between, and personal savings very often con-
sists of equity in a home. AARP believes that all workers need ac-
cess to a retirement plan, in addition to social security. Yet this is
a far cry from where we are today.

In fact, millions of Americans go to work every day and never get
the chance to save for their retirement. Many are our members,
and many are children and grandchildren of our members. Accord-
ing to the IRS, an estimated 79 million U.S. workers are not par-
ticipating in a retirement plan in their workplace. Many of these
workers are employed by businesses that do not even offer a retire-
ment plan.

The lack of access to a workplace-based retirement savings plan
is particularly acute for employees of small businesses. Only 44
percent of the employees who work in firms with less than 100 em-
ployees have access to an employee retirement plan. Employers
currently can make payroll deduction IRAs available to their work-
ers, but clearly, very few do.

The data also shows that about 10 percent of people eligible to
contribute to an IRA actually make contributions in any given
year. As a result, a significant segment of the U.S. work force does
not save systematically for retirement.

Mr. Chairman, we must address this lack of workplace savings
option now, or future retirees will face greater economic instability,
and put more strain on already taxed government programs.
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One innovative common-sense idea that can help combat retire-
ment insecurity is the automatic IRA. It would make a huge dif-
ference to over 50 million workers and their families. We are very
pleased, Mr. Chairman, that you and the ranking Member of the
Subcommittee, Mr. English, have introduced H.R. 2167, The Auto-
matic IRA Act of 2007. We also appreciate the cosponsorship of
other Subcommittee Members. The bipartisan support for this ini-
tiative is a positive development for our future retirement security.

Your legislation proposes an ambitious but practical mechanism
to expand retirement savings for millions of workers. This ap-
proach involves no employer contributions, no employer compliance
with a qualified plan—ERISA requirements, and no employer li-
ability or responsibility for selecting a provider or opening IRAs for
employees.

AARP has been reaching out to small businessowners to find out
how they view this legislation for some time, and the response has
been very positive. Small businessowners recognize the need to
help their employees save for retirement.

For example, Mr. Gary Kousan of Allentown, Pennsylvania re-
flects the views of many small businessowners. When we asked
him to comment on why it was important to help his 15 employees
save and plan for a secure retirement, he said—and I quote—"Be-
cause I didn’t do it myself. My son works for me now, and if I had
started saving when I was his age, I would be in a much better po-
sition. I understand how important it is,” he said, “the auto-IRA is
so convenient. As long as my employees can opt out, it’s a great
system. It is difficult in a business this size to offer any significant
perks, and auto-IRA allows me to offer my employees something.”

According to the AARP survey, 84 percent of our members and
76 percent of Americans age 50 and older would like to have a
workplace IRA.

I will leave you with this final statistic. In a recent study on how
the current economic downturn is affecting people, 74 percent said
their elected officials are not doing enough to help those being
squeezed by the current economy.

We have listened to the people who are struggling to have a se-
cure retirement. Their problem is clear, and the automatic IRA is
a first step to the solution.

In conclusion, automatic IRAs create the potential help for finally
filling the gaps in retirement savings coverage in the United
States. Automatic IRAs will be particularly beneficial to many low-
wage workers who do not currently have access to an employer-
sponsored retirement plan.

Thank you, Mr. Chairman, and Members of the Subcommittee.
I would be happy to answer any questions you might have.

[The prepared statement of Mr. Estrada follows:]
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Mr. Chairman and members of the Subcommitiee, My name is Leohardo Esirada, | am a
rrembier of the AARF Hoard of Directsrs, | am hene wocay oo testify om behald of our more than
35 million meemibers, AART is the lanpest onganization mepresenting the interests of Americans
oge 50 and older and their families. About balf of AARF members are working either full=lime
oF -l

Thank wou for convening this heanng on the role of individual retirement nocounds in our
relirement syssern. W appreciale 1his apporiunify 16 drge suppest o legistacion that woskl
significemtly expand the use of the Individuml Betirement Acoounts {1B.A) by extending parodl
deduction coversge o the millions of workers curmesdly unable 1w save for retirement throisgh

the wiorkplace.

AARP thanks wou Mr, Chaleean and the meking minority member of the Subcoenmicias, My,
English, for intresducing H.K. 2167, the Astomalic IRA Act of 2007, Wy alse appreciale the
suppor of the other members of the Subcommiittes an Select Revenue Measures who hove
coepoerinl the Aubamatic TRA A ol 2HIT, inchading Reps. Blumenaucr, B,
Schwartz, Larson, and Mclkermoli.

Amte [HA and lis lmporiance

The Automatic [EA is an innonative, hipartisan, common sense idea that can help the millions
of workers whea do not bave o employer sponsered retirement income veliche w save for
retivemint. Thi Autisreatic TRA Act of 2007 proposes 2 simpls bat practical meckans=m s
expand dramatically retirement savings for workers whio are not curresily offered 2o employer-
proadal retirement plan, The B waould require employers e offer emplogees the oppostasiiy
ta sawve for retirerment through the paynall prooess.

T mtoereanis 1RLA skl Feature dirget payroll deposine o s Knw-cosl, diverined individual

retiremen account. Most employees not covered by an emmployer-sponsored metirement plan
woizhd he offiered the oppomunity w0 save throagh the powerful mechonism of regular payrodl

deposils il continue astomatically Cam apporiunity now lmnited mestly s #0001k plan cligible
workers) Emplosess would choose whiether or pot o ke sdvantage of this simple effective
savimgs vehicle,

Employers with 10 ar more employees that have been in business for of least o years but that
o it gpoesor any plas Toe teetr emplosess would be crlled apei wooffer erployess this
payrolk-deduction spving option. These employers would receive a termporary s credit for
simply serving as a conduit for saving, by making regular payredl deposit asailable o their
Empkayae

Ernployers making direct deposit or payroll deduction meailshle would e protected from
pebemtinn] fiduciary lighilsty and Grom having o chooss an TRA o smanging defaali
mvesimenis Instend, diversified defausl invesimends and 2 handful of standand, loe-cost
vestment alternstives would be specificd by sanse and regulation. Paynoll deduction
contribartions woull be trapsfizrmed. ol the employer™s option, b a central reposivary, wiich
woishd remit them go [RAs designated by employess or, ohsent employes designation, 1o o
detaall colleciive renimement acomn,
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This approach invalves no emplover contributions, no employer compliance with qualified
plam or FRISA reguirements, aoad, as noied, no emplover labilitg or responsshility For selecting
mvestmenis or an [IRA provider, or for opening [RAs for employess. By capitalisng on the
existing 1EA sysiem, the begislmtion also sieers clear of any sdverse Lu'rp.:n:l om employer:
sponseied plans or on the iscentives designed o emsourmps T 1o adopt pew plans, In feer,
this proposal could draw ssme small emplovers imo the privale pension syshm.

Amto THAS appeal to workers and emplayers alike

Aooording o rescarch and surveys condocted by AARP, &4 pervent of AARP members and 76
percent of Americiss gge 30 and over would like 1o have a workplace 1BA as an opion o kelp
peophe sve for relirement. AARP had boen reachivg oul b small bisingss ownims and asking
themn how they view this legislation. The response has Been very positive. Small business
ciapers recognare the nead g help thelr emplovess save for petiremesn, Mr, Giary Kotsan of
Allemown, P reflocts the views of many small business owmers, When AARP askoed him b
comamient on why it was important g0 help his 15 employees save and plan for & secure
retirenEnl, he sand;

“Because | didnt do i mysed. My son works for me now and if [ had sinned saving
when Dwss his ape, [weuhl beoin g much bener position noss, 1 udderstamd hows smpociani i
5. The Ao IRA s so conveniend.  As long as my employess can opt put, it’s o greal sysiem.
I's difflculr in a husimess this size b offer any significen peris, Health insurance is so
xpunsive, s is abmosl 350 galkon, Ao TRA alkows mae e offer my omplosees somseifing.”

T Jamiiary 2418, Pradential rebeased & repart, “Saving for Retreiment Ar Wesks Emplonee sl
Business Reactions o an Automatic |RA Concepd,” that surveyed 214 busimesses (with 10 or
mare empdoyess, in husiness 2 ar maore yvears, with no current retirement plan and found that %
vil af 11 hiisangsses surveyed suppon the sdoqtion of the Auto-IRA concepl, Specifically,
beaminesses perceive sirong program value 1o both themselves and o their employees:

s BPG of the employers appreciate the lower level of administrabion and believe
the progesal is well-positicned o overcome prior hamiers of excessive
adniedmlm G

o B ol crmplovers behicve he Aulo-1RA proposal will Belp their ermhryies
save. 775 think it's affordable for their employees and 7% say it will be casy
for emplovees o wnderstand

The Unsoverad

AARP believes that it is impoeniant for this commitiee and others to understand more about the
wmowvened populotios. Aceording wothe Istemaol Bevenue Serviee, an estimated 79 million
U5, workers are mol participsting m & retirement plan in their workplsce,'! Many of these
workers ame cemplosed by baminesses that do st offer 2 retirement plan. For those who work
T mn emnployer with a retinement plen, many may net be eligible we panicipate in that plan.

W g bl mtbones besed on Jata foarad @ Breast, Victoria, =M coumislaton mid Dier o on of Indivadesl Retirement
Amangemenis, 200K, Stanisies of Tucome Raterie, Spring 2000, I'|'|:I-||'l| The IRS esmenes 1hal 145 millan
wrkers (ile a s reiem, bai onlly 66 million maks fod workplace setiwmani plas, as
reported on ther Forms W-2. The 145 mallion workess includes ﬂﬂ'_'f thoss elyible fo conribuie in an [RA; ie,
e wmder age 70 il o bl with camesd meome, and cldor lapayens wilh camsed) iscome asd mesdifad ACE
uiiikar die Rl TRA L.




85

The lack of access to a workplace-based retirement savimgs plan is paricularly acute for
cmpiives of sl husinesses. Onby 45 percent of employess of small emphovers (these with
Bess tham 100 emplovees) bave sccess (o an emplover retinement plan

Whike Individual Retimemen Accousits are genemlly available 1 these workers ag an
alternative 100 waorkplsce-hased retiremnent savings program, the data show that 8 vy =small
percentage {about 10 percent) of eligihle 1o contribute o an IBA actually make
coriile Bt ios i sy given vear’l A aoresul, gl Gean sepiment of the 15, workfores
does pod save systematically for retimement.

Fescanch mdiciies that most employees ivor spving sulomatically throagh negular paymall
deductions - this is especially true for more moderaie income persons. Stadies have also
st that sutamatie enrollment programs peovsde a wey of iImproving retirement savings by
using the so-galled “povwer of inortia”™ e chimge non-savers inbo savers,  Automatic ennoliment
requires workers to eloct “wod” o participate in 2 reliremend savings program, rather than
requiring thean o take specific petion o panicipate, Paricipation ranes in emgloyer relremen
=1vimgs plans are significantly higher when automatic enroflment is wilized.

Autarnatic TRAS are desigied o T e vosd Toe provane sector workens who do nid Bave seeess
ta a workplace-based retirement sviegs program. ™ Awtomatic IRAs would make payroll
deduction K As svailabde o all waorkers whe do sl hive access i an emplover retirement
phan. In sddition, Automatic TR As would wtilize sesomatic enmallmant o ensne thal g greatir
mamnber of workers actually panicipaie in te program.

The Workers Maost Likely to Participate in Aotomatic IRAS

Since the 198{s, the perceninge of private secear workers participating in emphoyer-sponsored
retivement plans has pernaanad fairly stalsde, hovering around 50 I::':I'l."l:l'll.m Internal Kivimme
Sorvice (IES) tabulations of tax rebsm dain suggest that an estimated 79 million U5, workers
oigt af 145 midlion workers are not participatieg in & retirement plan i their workplace. Moy
al B workors do mol pakicipate b they o nal hive acoess o 4 plan m thiir
workplace. Other workers may bave scoess, but are gitker inzligible 1o panticipate in the plan
o choiee nol oo pasticue,

HU el Compeasation Serveys Emploves Beneis in Privete Indisry it Unied Smes, 2064007 US,
Depanneen of Lasor, LS Bauresu of Labor Sstistics, Summary 07-0%, Asgusa IH07

1 Biryri, wapra

n currenily e make el dedwction [HAs available o ther worken. The Congrossseal Budge
Ao climtales thal sppeasimslely 7 percent of Wik heres oo o dhis feotuse. See Congress ismal Badge
O, “Lini oo, of T Iacerivees for Ritireimen Saviag: Updaee o 2003, Reclpeoant Paee | Wishingion,
L, lwesh JEOTI

" Mo Cnapomaion Sy Seplapes Berafies o Prosse indere i ode Do’ Seres, Mgl 5007,
Sumnmary 0705, 105, Depertment of Labor, LS Bureau of Labor Slalisses, Auped 2007, Faod onploymen
corispals ol [l ared pan-tioe: erigpheyoc, mcluling saboied oo o saccutives of oo, b were s
thee payrall in e pay period ncluding Plarch B2 Inclisded an: enng ey on sk leave, Robdays, and vecatone
nad gl mded are propriccors, sef-employed, uppaid fanily or vl imieer woroers. Farm workers_ and domestic
wiwkers, bipsweaos, bl goefacs'ebabsp whan@l i pd i, The surves =2 sumvey of sstablishmanis, The sereey
it represenis approcomorchy WS milbos preeais mdusiry workers, 313 million of whom aee fall-liee worken.
Fin perpascs ol his serecy, sgncubure, privide loschokds, sinrall masulsclemig, Sale and sl pesoramnb,
il The Foderal povemiment are eackifad
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0 the 79 million @xpayers who do not have access or choose not to pariscipale in an employer
redirement plas, nod &l will be cligible o participate in Awomstic IRAs, Very small
employers, new emplyers, government employiers and churches would mal be reguired so offer
an Auiomatic IRA.  In sddition, employers could elect o euchede emplovess under ape 18,
moneesldent alicns, s cenin other employess from eligibiling for Amomanie [RAs, Thus, @
= extimated tha spprosimaesehy 50,2 million workers would be ofigihie to participate inoan
Aubcanatic 184 program through their emplivyers, in 2009, In sdditice, the soial number of
workers who are eligable loe Ao IRAL al soee poeil during Bar working cireer s
likely 1o be much higher because of job mobility.

Demesgraphic Characleristics of Eligible Automatic TR A Savers

Bezcanme the percemage of privaie secior warkers covered by an emplover-sponsored retirement
plans Bas remnasnesd around 51 percest since the 19805, this sugpests that the converse — the
perceniage of workers maf covered by an employer-sponsored relirement plan - also has
remained stable. The charscteristics of the uncoversd warkforce heve olse remzined fairly
sl as well,

The Govemnant Accoastabality Ceffice | GACH relensed ane of the few stadies to fecus om
workers pof govenall by an emplover-sponsonal retirement plas m Thy nentalmed e e
commcn characienstics of these workers during the fensyear period from 1988 o 998, GAD
found tear about &% pereent of uncovered workers shaned pne or more chameteriscics
Clenerally, they wirne mone likely o kave lower incomas (8] poncentl; warkied part-time ar pan-
year (79 percent); worked for a small eonployer (82 percent); or were vounger than 50 years of
age (Th pepent],

The characierisiics ideniified by the GAD remain prevalent inday among the mcovered
workfonee as docurmented by the Federal Reserve Boand Survey of Consumes Finess (SCF)
and Bureau of Labor Siatistics, National Compensation Survey (MCSL Apalysis of the 204
SCF by the Congressional Research Service snd the AARP Public Policy Institeee confinms the
CIAD Finding et kwer incomi, par-mme work stalus, emplhosr s, and age werg impotinl
determinanis of warkplace retiremend savings coverage ™ The 2K doin also indicsie that
wihine workers were more likely tan others by bave coverage, For example, 56 pereent of
white workers bt only 310 percent of Hispanic and Latimo workers had coverape at ther
current of & previous job, and 68 peroent of whise workers bt only 33 percent of Hispanic and
Latin workens bad clither pension coversgs tough emgloyment or g |RA o Keagh sceoum,
In mddition, the SCF suggests that fisll-time workers wore 2.5 limes morne [ikely than their part-
time counterparns 1o hove workplooe retirement coverage.

The sppromimasety 50.2 million workers who will be eligibie 1o panticipate in an Automatic
IRA progras {shom in Tabbe | and Graph §, below) sre likely oo share the charactenstics of

P Boe St Mary M. and ady A, Nanhopeulos, supr Tor desivation of et mate for 3007, Cuman estimaies
uigdhatead wrsineg miost receaily puslished SO0 b Tor s veor 2005, A the munber of waorkes [fremses aver
tirve, the nmber of elighle pamipamis will dlso incremse.

M & Cemeral Acoarsiiliy Odfice, OACVITTENS-- 1 1. "Chareciensics of Parsen inibe Labor Forcs

W itho Persion Coserage,” Bepiret in Congronmmal Bequestors, Augost 20,

™ Pairick Parcell, “Belirement Savings and Hosschok] Weakh: Teembs s 2000 b 2004, CRS Repont e
Codggress, RES021, iipadate] didy 12, 2000
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the workforoe described in these siudies. The Automatic [RA proposal will encoasmape mamy of
thise ol covered by an emplover-sponsered retinement plas io begin savieg for their
refirement. The importance of intriducing so masy waorkers. 1o reliremien sivings cannet b
umderestimmated, since both the A and 5CF sbedies indicme tha individuals without
retirement gsets are lees likely o have otber forms of fnancsl assets,™

Estimaring Eligitde Amtomatie IRA Savers by lsosme Class

Autematic TRAs will likely bozoms the pringiry source of relivement savings [oe many bower-
mcoeme workers, Estimaies indicmie that 50 percent of workers eligible for Aaiomaiic IRAs
skl have adprsied pross iscome of ne mare than $200000 per vear. The estimated income
disiribution and estimated averape anead contribulion by income level of individual axpayers
eligible for Amomatic IRAs are presened in Table | snd Graph 1, below.

The esiimated average Automatic [BA contribution reflects an assamed default contmbution
riite of 3 pereent of the average wagss for an individual = a given income elass. This estimate
ssmmies that most omplosers would provvide the defmull deforral e, of least incthe shorf mon
afier Automatic [RAs ore first enocted. This rae is comsistent with the defauhi defermal mic for
autreanic enrllment in 401k} plins

M Brian K. Bade, dfathur B, Kenickell and Kevin B Moo, ~Rooon Changes m U5, Family Firsncex
Evidieneie Fromn the 2000 asd 304 Survey ol Comuones Fnasce,” Falerl Reerve Boord, Sumvey of Coss mies
Firamioe, 20085,
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Table | - Estimated INstribaibos of Taxpayers Flpife for Aulseastic |RAS in
2% g Estimated Average O ontribuibees
Saurce: Estimare hasiod o puliied TRS SO0 Tl
Esiimaied Annmal
Camtributinn b
o FeiSatod NmBEC | Autematic IRA for #n
Adl|uted Girass Incsme EApEVErS tndivid gl
i dhomramts) favarage dulfar, pv
PETROH, T fear)
Mk Al 470 £ 0.
51 under 55,004 hi, 40 5 T
S8 MM pracier % 10 (000 fi, 500 § 14
SN0THHY pmalier 5 1 5 (000 5,040 § 375
A0 IHHI madeer S 200 0008 5 X § 434
SI0IHH pmfier 525 (005 3K00 § 675
L34 THHI pmader % 50000 5240 i m3
BI0THH iy 5400 (00 4,550 § 10500
S0 IHH madier S50 (000 5,500 % 1340
S0 THH] pamalier 575 (006 h, 200 § 1375
ST IHH) pmadier S 1 MLOUN :.‘ﬂlﬂ § 2ads
& 00, D vl S 20004HD () § 100
S0k T e S S00UMH) 450 § 10N
SR, D i § 1 000 THK) 1310 §  100M)
_5!|J.¥.I'II.-I.H:I OF [oee LR £ 10N
Twial EBgible for Auvemmib:
[RAs (Mot Partickpanis) 30,250

The average contrshubioms to Automatic [RAs an: likely to increase as enplovers ulilize
auorratic increasss i the conirikation rates o inereass retirement savings, Soadics kave
shown that emplover 4011k plans with amiomatic increases in comtribudion rates improve the
rabe ol rilmemenl savEngs over lime
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Ceruph | Awtematic 1RA, Estimated Eligihle Taxpayers by
Auljmstedd Cirass Incoms
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Source: Soheril asd Naslhopoulin, supra.

The Likely Savings Behavier of Amtemaric IRA Parficipamis

M0 i dafficall e estimate wath any certainty what the responsa 10 Aulomatic RS might be
Unlike existing IR As thet have panticuledy ko levels of panticipation among lewer-inoome
Lawpaners, Automabc TRAS many be structuned more like a 4000k ) plan with aubomalic
enrcdlment. 1§ emnployvers embmce the automatic esmllment seructure for Auiomatic TRAs and
utilize scheduled automatic incresses im contribution rates. Automalic [EAs kave the pobential
1o creste signifieant increases in retirement sivings among the low snd moderate income
workers who are lzast likely 1o be saving for setiremaznl now.

While IRLA particapation emder current law Bovers around 10 percent of those eligibke. typacally
arcasmd 35 pereent of workers chigible Torany employer-sponsored retircmen plas
participate.” This sugpesss workploce-based access 10 Automatic IBAs would incresse
panicpalion sebetantally, filling @ tmpomant gap in peisenl v ings coveraps. The knu
participalion @ current lmw 1RAs suggesis thal many individuals have difficulty saving on their
wwn, The Aulomane TRA would overcom this diffialty by ergating a small negular
pontribition with every pay period.

s Drparirreni of Lahar, Berva of Laber Sativacs, Matioral Cmpessam Sorvey; Erployes Bemelis in
Privaie Indusiry inhe Laied Siaies, Wik 208, roge |
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Coraph  Eligible Taxpayers and Taxpayers Condributing to
Al TRAs by AGL Tax Year 20404
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B Eigibdr Tinpuim B Caairibating Tmpism
Accumidlated Beneflts

As Amtomatic IRA sivimgs paticipation mereases for uncovensd workers, the potential for
rester pocunulped halances grows, Autematic 1EAs would help o provide 2 bridge i
retirement plan coverage for mobile workers who move from job to job and would make §
enare likely that wirkers will accisnulate retirement savings over their full working career,
Table 2 shoms how dramatically iotal syvings can morease over a working career.

1§ an individual has anly five years wotil retirement, that person might expect (0 accunlxie
approsisacy %2500 b they defer 5730 per yesr ior 3 percent of salary for a worker caming
S5 M. However, deferring the same amount. o yourssger persan might expeet to accamulale
approsiaiely 62, W @ving comtinuoisEly for M years,

Incnzasing contrbulioes wilh consssien], contimsous. savings would produce sipnificanly
grester ;vings halasces, Ifan individal has only five years until retiremnend, that persan
might expact i accurmulale approsmmatcly 518,000 60 they defier 33000 per year. Howeser,
dedeming the same amoewsd, & vounger person might expect e necunvalsie approsimasshy
151,500 saving continuously for 30 vears.
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Table I - Sample Accound Bslinoes Tor Selecial Amnus] Coniribalin
Ameanis and Selected Years ol Participation
fBae off Bepura = 6 percent, dvvapais rogmded mp de fe aeangss 100)

TR0 51,800 LM &L
2 venrs L a3 PR I e 1] L | EiMHI
11l years % Lil,3011 % 14,0001 § IR0 5 4z
15 vwamrs % |50 % 24,7 % 404 % 41
20 vemrs £ 20 1M & 30,000 & RO & 11700
25 vears % 43,701 % 5841 % 11BAM % 174510
N vwars % 62 01 EE] S 167,7H 5351 5IHI

The Saver’s Credit

Tha Baver's Credit will imfersct with Automatic IRA= by providing an sdditionad incentive for
Jorw- and moederate-income workers e save. The curment law Saver's Credit increnses the
meenlives for low amd moderate-income imdividaals o make melirement savings conlribations
b provading an aneeal income tax credi of up 1o 50 percent of 52,000 of oontributsons 1o
sl ke petiremnent aavangs plans, As sech, e Saver's Creds eoakd provide @ bodst
retinoment savings paricipation by the bower income taxpayers tangeted o benefi from
Automatic 1RAs. However, nonrefundshilicy and the mpid phase-cest of the current-law credit
tentdl o meduce #8. ¢lTectivemees

MNewaryfairrdalility: af e crndin — Monrefmdibiling of the Saver's Credic signifieamly lmies the
benefi of the credit for the lw-income s payers who coubd most wse i1, Ina rocenl analysis
of the Saver's Crediz, {zary Koenig snd Eoben Harvey foemd thet many tnxpayers. are ineligible
T the Tall S0-percest Saver's Credit mbe becanse of nonrsfamdabality of e credie”'"! They
found that 43 pervent of mxpayers claiming the Saver's Credit in 2002 had the amount of their
credst lievied by nonrefundability, Fomher, they estienated dat 29 percent of mapayvens s
made retiremenl s vings contrttions cligible for the Saver’s Crodil would bave had ther
credit linited by nonrefundahility if they hod mode the maximum coniribetion permitted. !

Facome fevels of tee crelit — The 50 percent credit mie is reduced 1o 20 percent, 10 peroent,
and pero s income rises. The income kevels at which the Saver's Credi is availshle limits the
effectiveness of the credit for mamy tanpayers. For 20608, the 50 percent credit rate is available
for married couples Filing a joim retarm with sdjusted gross imcome of not more than $32, (00
(516,000 in the case ol a smghe indivediall the incons kevals al which the 20-percent and 10-
percent credid rates are redwced are 354,500 and 5535, M0, respectively, for marned couples
filing josmtly (517,250 and $26,500, respectively, for smgle indiveduadsy.  Expansson of the

m Enanig, (ery amd Harvey, Boberl. Dlilzodor of e Sover v Oreali: A Avabvais of e Fid Feer. Maisoral
T Jinirrel ¥l LI, Mo, & December 2005,

1 ppoeding w Kosaig and Horvey™s caleud ations, to papers claimed 51058 Bilon in Saver™s Coodits for 2002,
b were eligide to olalm 51,752 bilkoe. This maredaies o &2 laimed raig of (4 percem
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meome levels would encourage mere middle-income faxpayers io utilize the Saver”s Credii
and would prowide o more meaningfil savimgs incestive For lower-income @y payers

CIY affecrs af the Sover s Croallt = There is no income phase=out for the Saver’s Credit res;
rather, the credi rate falls Froen 50 1e 20 percent (or from 2000 1F percent, of froen 10 pencems
ta wra b with the addition of et one more dollar of incoms: carmed. These imcoma: cliffs have
thee effiect of impesing & high marginzl 1ax rate on nxpayers who have income just ohave the
Clull leved, ChlTe alae make it QT e axpayers O koo wheiber they will b cligable e a
credit, and if 50, 2t what mie, before filing their ax rebom. Changing the income cliffs to a
gracual ineome phase-oui would do much io smcoth the effecis of these high margisal tax mies
amd climrnate uncetainty, s wionkl make the Sever™s Credil mome cossislinl with most ather
tax imcentives that pase oul for higher income kevels

Improvements o the Saver’s Crodil o cormect these drvwbacks woakl make the Automatic IRA
even more effective in imereasing retirement savings among ko and modermie-income
wirkers

{ameliusken

Autermatic 1RAS create the podentzal belp for finally Gfling the: gaps in retiriment savings
coverage in the United States. Ausomatio TR As will be panticulardy beneficial 1o many lowe
wage workers wha do nol currently Fave seeess o enqlover-sponsoned retirement plan.

While it is difficult o predict how sseessful Somomatic [RAs meght be in bridging the gap in
Fetiresnent filsn coverage Boed by hell of tae U5 woskfores, evidence sigpesis that desagn
frabares that enoourage automatic enrolimest coeakd lead bo substani@l ries of participaticn
even among lower-income workers. Enhancemenis to the Saver®s Credit might furither
ernprrove the chimees thal thes: lower-ingmme workers will hive both the means and the
meentive o contribate bowand their retirement savings.
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Chairman NEAL. Thank you, Mr. Estrada.
Now I would like to recognize Mr. Iwry.

STATEMENT OF J. MARK IWRY, NONRESIDENT SENIOR FEL-
LOW, THE BROOKINGS INSTITUTION; PRINCIPAL, THE RE-
TIREMENT SECURITY PROJECT AND RESEARCH PRO-
FESSOR, GEORGETOWN UNIVERSITY

Mr. IWRY. Chairman Neal, Ranking Member English, other
Members of the Subcommittee, I am Mark Iwry, with the Brook-
ings Institution. My written statement has been submitted jointly
with my colleague, David John, a senior fellow with the Heritage
Foundation. We are both also principals of the Retirement Security
Project, a non-partisan partnership of Georgetown University and
Brookings, supported by the Pew Charitable Trust. The two of us
would be appearing here together, but for the fact that Mr. John
is in the United Kingdom, counseling with officials there on very
similar issues.

He and I would first like to express our appreciation to you, Mr.
Neal, and you, Mr. English, for your leadership in introducing this
bipartisan automatic IRA legislation which embodies our joint pro-
posal, as well as to Mr. Emanuel, Mr. McDermott, Mr. Larson, Ms.
Schwartz, and Mr. Blumenauer, as well as other Members of the
House and the Senate, for cosponsoring your legislation.

As you know, the automatic IRA is intended to create a break-
through in pension coverage, to break that 50 percent barrier that’s
been keeping half of the American work force from having access
to easy ways to save at the workplace, and to do that by staking
out common ground that transcends partisan and ideological dif-
ferences.

The auto-IRA approach, as you know, is simple. It would give the
75 million American workers who have no employer-sponsored re-
tirement plan the chance, through automatic enrollment, to save,
to build wealth by using their employer’s payroll system to send
their own pay to their own IRA.

This would be done by combining three familiar building blocks
from our current system, which we know work effectively: number
one, saving through payroll deductions in the workplace, similar to
the 401(k) mechanism; number two, automatic enrollment into pay-
roll-based saving, which Congress strongly encouraged in the Pen-
sion Protection Act of 2006 in its 401(k) auto-enrollment provisions,
and which is sweeping the 401(k) market; and third, IRAs, which
are well established and portable.

IRAs make sense in a market-led proposal such as this. They
have a $5,000 maximum annual contribution level, which is high
enough to meet the needs of most Americans—$6,000 if you're age
50 or older—but it’s low enough to avoid competing with 401(k)
plans, which allow the individual to contribute $15,500, $5,000
more if youre age 50 or older, and, combining with individual and
emploger contributions, $46,000 a year, compared to the $5,000 in
an IRA.

Specifically, here is how the automatic IRA would work. A new
employee gets a standard notice, perhaps part of the IRS form W-—
4, telling the employee about the option to contribute to an IRA
through the employer’s payroll system, telling them they’re auto-
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matically enrolled at 3 percent of pay in a default investment that
would probably be something like a low-cost, life-cycle, highly di-
versified fund, and telling them that they can opt out if they wish
to, or opt for a higher or lower level of saving, consistent with the
IRA rules.

An employer then simply forwards the money, whatever the em-
ployee elected, to an IRA provided by a financial institution. The
employer does not contribute anything, does not make any outlay,
does not comply with plan qualification rules, does not have to com-
ply with ERISA, does not choose the investments, doesn’t have to
do anything other than keep track of what employees elected and
pass on the money.

If the employer wants to avoid choosing a particular IRA pro-
vider, that’s the employer’s option. It can choose a provider that it
prefers, does business with, et cetera, that marketed it, or it can
say, “I don’t want any part of that,” and opt for a fall-back entity
that would guarantee everyone has access to IRAs, even if their
employer is not marketed by any IRA trustee or custodian. That
would probably be a consortium or pool of private financial institu-
tions, by contract.

The bill would call on employers that are not willing to sponsor
any kind of plan—any 401(k) or other plan—that have more than
10 employees, that have been in business for more than 2 years to
do this, to act simply as a conduit for the employee’s money into
the employee’s IRA. Even though those employers would not make
any contributions, they would get a small temporary tax credit that
would even be available to employers who are not required to pro-
vide the payroll deduction as an incentive.

Mr. Chairman, Mr. English, this would all dovetail nicely with
the saver’s credit—and I would be happy to address that in Q&A—
and would work very well for people, even who are not in the work
force, by encouraging them, through automatic debit, to save more
in IRAs. Thank you.

[The prepared statement of Mr. Iwry follows:]
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Chafrman Meal, Ranking Mamber English, and kamars of the Subcommithas,
we appraciate the opporunity 1o tastify before you,” We are submitting our
iestmony as a single jont statement becausa we beliews strongly n the nesd for
# common strategy o expand reiremend savings in a manner that ranscends
ihaalogical and partisan diferances.

Dur slaterment locuses on your bill = H.F. 2167, The Automatic IRA A&t — which
had its genesis in ow jent progosal o expand retirement sevings for amall
business workers . We are plessed by the positive responsas the propossl has
recetved and ara grataful to you for Introduecing and sponsceng &, and o our

! Mark by i35 Principal of the Retiremen] Seourity Projecl, 2 Monessden| Senkor Fallos ot Fa Brockings
inaliubos, Rassarch Profasees ol Goorgaioan Lnvarsity, and Formerly i Banelits Tas Courcsl, in chirga
of restioral priven panson policy and regutalion. ol the U S, Departmen of the Treasury, Dawid Jobn i 3
Principal of the Aodnsmes] Seciirly Projol ord & Sanite Rdsaanoh Foflow dor Retiremanl Seouily and
Financisl Instu$one o the Thomes &, Mos Irsthde for Eoenomec Polioy Sudes st The Hantage
Fourdoion. (Sographical foereakon prached. |

Thia Rabramant Sacuriy Peoject is suppomed by The Pes Chartisble Trusis in parraehip wih Gaongeioan
Wnipsarsly's Pubke Pobsy Dliluin snd the Broolings inatiion

Thet viore e @npiirssied in this estmony and those of the o wilnisses and the Rolinemsent Seourily
Project, but shoulkd not be atiriteded b The Herilage Poundsticn, the Brookings Institution,
Georgebown Univarsliy's Public Policy InsSiuie, The Pew Chariiable Trusis, or any othar
arganicaticn.

* This testimoiy & bisdd o & mone dalaiked propasal Tha wirassas hassd sal farh s o s of sessarch
and policy papans (see, a.g. Retiemen! Secenty Prosct Pubbcabon Ba 20072 Purssing Unreneal
Farliraman: Security theough Aulomatic Fas™) which are avalable of s nobreo s tuTiynoRs o g,
Clabigt gl of B Watimocy aim ien varbulim fom the witnescse” measncs and poloy pepers cibsd
aboes | Az noted, The propossl has bess inimduced imfhe 1107 Congress as the “Sulnmatc IRA Aot of
2007, HA. 2187, sponkoed by Aoz Fchard Meal (D-R8S and Fap. Phil Englsh [R-PA), ard 8. 1941,
mponaored by Senptom Je Bingaman (DMK and Gordon Smih (R-0F), with sddboral meponenm in fhe
i and Sonabe

This testimony oo brialy pddmesses tha Ropod of ihe Gossmment Accouniabdity Cifioe "G00 | o o
Cisrrwriil e i Indvicusl Fabnaiand Ascmrrt: Sewmmmanl Acions Could Encaungas Mom Esployers i
OfFar IFAS o Employess” [GACH0E- 30, Jung 2008) (IFa "GAD Repor |
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colzagues, inchuding thosa in govemment and n vanous stakeholder
organizations, who have conlributed b the ideas reflected i the propasal.”

With the leaming reliremenl securly crisis Tacing ouf counlry, palicy-makers fram
bath parties are focusad on weys 1o slrengthen pensions and incresse eavings.
Qur propossd for automabs IRAs would provide & relatively simpls, cost-effactive
wey i Increase relirement sacurity for the 75 milllon Americans warking for
amgployars (usually small businessas) that do mot offer a retirement plan.® it
would anable these amployees io save for relirement by aliowing thaem to hawa
fhesr employars regularty transfer amounts from thair paychaeck to an IRA

These people - hall of aur worklores — have no efleclive way o save al work,
This tacl, a nalional saving rale that has Bean declining sleadiy smoe (he 1080
{10 e point where it has dropped below zesa), and the expectation that Social
Sacurity (s unlikely to provide Incressed benefils. maks madeguats ratiramant
seving & major netional problem. Research and experance both paoint 1o a simple
and affectres solution, which your bill calls the “automatic IRA°

We are by no means suggesting thal the mdomatic IRA proposal is the only siep
fhist shauld be taken 1o expand relirement sSiings for small busingss workers or
ofhers, |0 Ewcl wa have long balisved in lhe primacy of employar-sponsaned
refirament plang & vehicles for pension coverage.” Addilionally, the Retirement
Becurity Progect continues 1o advocate strongly for the expansion of pension
coverage through automatic features n 404 (k) and semiar ratrameant savings

' Bow Vs A, vl roemsics S O P D Lo A el TP B ol R ol i B hdarf= i nial 7 6O T . Capnshass,
A, “Autamatic Fiia — p Ouick Fx For Worksn Witkow! Parmiom™ Washinglon Posl, Febnuary 10, 2006,
Tz Wiy o Sanee” EdRgrial, Mesy Yook Times. Febrearny 20, 2005, Bermand, Tam, “Sroups Proposs Pagrol
Dt i for IRAG," WMW 2008, ESineiial, Hj:uﬂj; Fabesany 22 2008
Mprkedwatch com [Fetniary 10, 2IK6; Lambm, Dosald, "5 Bmsde Heiremant Plan,” Ths Weshingion
Tirrseg. Spe 12, 2007, “feraribfaar Black Eya for HAR Block” Edionial Mew Yok Times March 18, 20086,
Chgien, Jane Brpoed, 4 et Egg o Low Eamers,” Newerssek, Fabeuary 36 3007, Commisann on the
Rogulalon ol .5, Capial Marksts in the 21 Century, Repon ond Recommendalions. March 2007, Tha
auberla: IR propacsl amamed i cne ol the Bedng ecomsendations of (he 3008 Naticna Summil cn
Animment Savings |Saver Summii].

* Craky Copeland, "E mployimeiml-Basead Raliaimam Plas Pankpetion: Ceosgraph: Difamnos aed Tends,
3008; Employes Banslit Ressarch inetibuls leus Brel Mo 28907 1 A0 | e I bl an
"Copand. EBRT |5 Briol Mo, 2837, Figuee 1, g 7. A0 addiongl 16 milion workors either ane mol ebgibio
fier i ermpro s i of Ene el g bl el o pancpeie. Sieniad Bul upda kel Sguns o 2006 an
avaiphie n the Employes Banalt Reasagech insthrle Iseogs Boed 311

“in havsl parsiously welion and meified belone CONGass on vanous Seoools of amplye-Eponsnisl
relireman] plana. Clevid John has willen and leabled atoad The hnding problsnms faced by delned el
pansion ploms and sboul B Unied Kingoom s pension stustion. Mark hery ked the: Exeulke Branch
wlForts i Uee 19006 Lo direadog e SIMFLE phan fi sl Businics, e s Lo cxadit for sl
smployers thal siopt rem plans, and the saess medit for moderale- and Desr-noome wivksr, as well 5g
thia Exgcutiel Brainch inibafivis 10 o6, Gppiosn and promota 409ik] aulemati anodknonl, ausmalc

I o penaicn | g, andl aunmabc $31[4) fnsluess gecemily, Sae ako Wikem G, Gale, J
Mark by and Paier R, Orszng, "The Savars CrediT (The Relinament Seou ity Paojess. Poboy Bl Mo,
20E-2; avdabila sl wevm seliverren icuntypeopect g




98

plans” and for several other initiatives designed 1o expand retirement sacurity,
aspacally for tha moderaie- and lwer-income households thet comprse a
majarity of the L5, population,”

Making saving sasier by making it alomatic has been shown 1o be remarkably
effective al boostng paricpalion in 401{k) plans, bul reughly half of U5, warkers
are nal olfered a 401(k) of any alher type of employer-sponsared plan. We would
axiend the bensefits of aulomalic saving bo & Tar wider array of the population by
combining several key elements of our current systam: payroll daposit saving,
autarmatic anrclimant, low-cost, divareifiad dafault investmants, and IRAs,

Tha automatic IR4 approach we propose offers most employess not coverad by
an amgloyar-sponsored retirement plan the opportunity o save through the
powerful mechanism of reguiar payroll deposits that continue automatically. The
arnplayars adminisiralive Tunclions are minimal and showld invelve no oul af
packe] cosl In addilion, the arrangement is rarkel-orienied and realishc: i usag
a well gstablished and familisr vemcle, IRAS, provided by the same banks,
mistusl funds, msurance carrers, brokarage firms, credit unions, and othar
private financial instibubions thet curantly provide tham. A& a fallback, i
mdividuals or employers could not find an acceptabda IRA on tha markat, they
would ba able to use ready-made, low-cost aulomats: IRA accounis provided by
a consodivm or pond of private-secior inancial instibubons or another nonprofid or
gowernment-coniracted enlity that coniracts oul assel management and olber
lumclions io the privale sesiar,

The Basic Problem

In 2004 half of all households beaded by adulls aged 56 b 59 had 313,000 or
ke i an employer-based 401(k)-ype plan or lax-prefered saving plan

* ilham G Qaka, J. Mark bwry aed Petar B Orseag, Tha Suosaie 4015} & Simpa Way io Sraengiien
FAoirement Smengs.” (The Hepresect Secusty Propc, Policy Briel Mo, 2005-1: paplabie al

s nalina i nisaou ool ong ) Wilkam G Gobo and J. Mo k. "Sslomate Msasiment Impeodng
ANNik] Porifulic Irsstmen] Choces® (Tha Rabmmant Securly Projed, Policy Briel Ko, J008-4; awebibin al
i relinemanise curtyproecl.ong ).

Hee o the descripinn of the pinl AARF, FINEA, Rebremant Sacusly Project "Ratinemen| Mads Simpber
TN, bk

'Eﬂ'l!.l'l:l'u'l'lll'l'ﬁ.ﬂ'ltMh-ﬂilﬂulﬁhﬁhﬂtmmm.mmumdml:d Fnrk
By, WilRam Caaba, anvd Poler Ovszieg, "The Pokdiial EMecis of Rufremast Secunly Projec Propoesals on
Frivale and haloral Swing: Eepineatony Calculstions,” Betiremeni Securiy Project Poloy Brsd Mo 2006-3
Petsr Drszag and Erc Rodéguaz, "Retrement for Laknos: Bokhorng Creerage, Savings and Adegoy,”
Fatimasacsl Secunly Progd Policy Briel hie, J00S-T, Wilas G, Gale, J. Mk bwry ard Pasar B Croceg,
“Thi Sy Dred L Relirement Sacurty Projact Polcy Brief Ho, 20025-2; ). Mark Bwty, "Lising Tax Befusids-
i indics Savings and Rairesesl Sesuily,” Reliniman Saciinty Projeact Polcy Baal Mo 2005-% Patar
Cirazng. “Prodecing Lose-Income Famibes’ Savings: How Betiremen] Sccounis A Trealed in Means- Tested
Programs ard Elops 10 Romoss Eaimens W Ralramant Sawing,” Roiresen Secunly Frogeol Policy Briel ko
I005-6
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account.”? The ULS. personal saving rate has declined staadily over the last two
dacadas, to tha paint where it racently dropped below zaro.”

Boraovar, traditional corporaie defined benefit pension plans are declining, and
e axpect Socal Security fo provide increased benefits in the fulure, The
househokis thad bend 10 be in the best inancial position 1o confrond relirement e
the 41 percent of the worklores thal participale in an employer-spansared
retirarmant plan.'”

The most vulnarable employees are those lscking access to an emplogper-
sponsorad plan. In & sursey conducted by AARP with F00 private sector workers
at companies with 10-250 employees that do pod offer a 401{k) or some other
ratirgrmant plan, fewer than half of these workers without access fo an employer
plan saad they had taken the ollowing actions: Saved money in a8 ron-retiremenl
account (45%); Saved maney n a relirement account (35%); Read arlicles or
oilser informalion abowl retramant [35% ) Talked wilh friende, relalives, andior
coworkers about retirement (31%); Used a retirement calculator (14%).""

Generally, the rale of paricpation {Ihose who conlribute as a percentage of
thome wha are eligible) for 404 (k) plans s on the order of 7 o B outof 10, An
ncreasing shaea of plans ara ncluding automatic festures that make saving
aassar and ralse participation, oftan to levels excaeding & out of 10, 'While more
can and should be dona 0 expand 401(k) and other employer plan covaraga, '
the fraction of the workiorce that is covared by employer plans has hoverad
around half for at leas! thres decades, The uncovered employees have no
effective way bo save ol work, IRAS do nol cover anough people because many
fail o exercige the inilialive reguired o make the decigions and fake the aclions
necessary 1o save in an IRG. More broadly, many peogle find it oo difficult o
lack the financial scphistication te plan for ratremeant and deder consumption. As
a resull, ondy abowt 1 in 10 eligbla individusls contributes 1o an IRA,

A& Note on IRAs in the Workplace

IRAS in the workplace are the fopic of the June 2008 GAD Repart refermed 1o
carlier, The GAD Reporl noles fhad, &5 of 2004, IRAs held aboul 3.5 inillion in

* Evan among those housenokds thal Fad saings in 401(K)s and IRAs. the median acoount balance was
ey S8 000, Suthors” caltulslicns wng e 2004 Soreiy of Coniumad Finenoes.

* Ax manseed in e Maloml income and Peoduc Amunts

™ Copatand, EEAI ksua Bl Mo 200, Figure 1, paga 7. Similar bul upsated fgures for 2006 e aalabia
in the Empimyee Banelt FRessamch instiein s boed 311

" Traymr, Coleties, “Aauromas (s Wiorker Atk and Lissbhond of Parbcipation.” Sgnl 2007

" S Wliikarn 5 G, J, Plirk by, mied Bpancar Wallars, Tha Pariéos Prolection &l of 2008 ard Ba
Uniniched Agesda. (Refremant Securty Projec] Pubicalion No. 200071, Agdl 2007
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assels, companad o $1.9 frillion in employer-sponsored defined benehit ("DE)
pansion plans and 326 trillion in employer-sponsaned 401(k) and alber defined
conribufion ["DC7) plans. (More recent dala sugges! thal these ralations hips
have nod changed fundameantally. )

boat currend IRA agsets ware not contribuied directly to IRAS but came from tas-
free roliovers from employer-sponaoned DB or DC plans. As evidenced by the
dramatic differance in parlicipation rates noted earlier, amployer plans have besn
a far more affective means of ganerading participation and contributions than the
appartunity to cordribeie o a non-workplace-tased Cstandalona’] IRA, This is
attributabhe o empleyer contribulions (madching and nonmistching), the power of
regular payroll deduclion that aulomatically continues making regular srmall
confribulions, sutomalic endallmant, defaull invesbments and oiber sulomalic
{default) features. amployver-provided education and encouragement to save,
economias of scale associated with group saving arangemenis, pesr group
rainforcament, and othar factiors,

We addrass tha GAD Report briefly toward tha end of this testimaony.
The Automatic IRA

The Auvtometic IRA legesistion is daskgnad to ovarcoma the obstscles io gaving in
IRz, It would give the uncovared half of our workforce an easy, effective way to
save through automatic enrmiiment into payrol deposi IRAs. The AARP-
commissicned study shows that workers 81 companies thal would be covered by
autormatic IRAS Favor the aulomatic IRA concept and are likely 1o partcipate:;
Crear sevan in len (T1%) of ihose withoul access fo an employer-provided
ratirernent savings plan agrea that “employers who do not alfer & 401{k) or athear
ratirerment plam should be reguired by law 1o afler warkers the option fo regularly
seve a part of thelr peycheck In an individugl retiremeant sccount” and nearty eight
in tan (9%} of those without acoess say they would bs likely o paticpate i thei
company offered them the option to regularty save a part of their paychack in an
IR through paymoll deducton,

ey similar results wene obdained i a stedy conducted by Prudential Insurance
Campasty, lilled “Saving for Ralirement &l Waork: Ernployes snd Buginess
Reactions 10 an Autornatic IRA Concepl”. Tha Prudential resaanch found that
eighl in len employeas were interasted in the proposed aulomatic IRA. The
study repartad, "Employess ane positive n their reaction to the Autormatic 1RA,
bath in cencapt and after leaming the specific details. In fscf, the mons
employsas faam about the Awlomshc (R4, the mors they sne inerealad in &
joriginal amphasis]'?

" Prudential Insuranoe Company of Amenca. “Saving o Rolinemant al Work: Employos and Busingss
Aapcione o an Adomalc IRA Conmpt” pege 10
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In addiion, the Prudertial study suraeyed more than 200 small emgloyers, 1t
found iha “Eighd in 10 busnesses balieve the design ovencomes fheir concems,
and support the adoplion of the Automatic IRA. . . . The more they heard about
its fealures, the mare ey liked "™

The Prudential research concluded,

“Tha A He A can g Vs’ airel g, rathsd Ban mecely shifing & vings rem
e vethicle io anothar, O the AP of employess whe ware “werysomewhat”™ Intenested in
e Aulommatic FA, 68% belave Il will gonerate sl additiondl savings. Projecting this rate
o all aligitin mehrmmﬂll might be gained by about 54% o
aligila #mployoes.”

How the Automatic IRA Would Work

The avtiomatic |IRA approach is iMended io help households overcome the
barriers ko saving by budding on the successiul use in 401k} plans of aubomatic
fealures which encourage employees oward sensible decisions while allowing
1hern b make allemalive choiees, The aulomalic IRA would Tealure direcl paynoll
deposils bo & low-cost, diversilied IRA. Employers above a cerlain size (e.g., 10
emgloyeas ) that have baan in busnass for af lagst bao years but that still do not
aponsor any plan for their employsas woukd be called upon 1o offer employees
this payroll-deduciicn saving option. The sutomatic IRA wowld apply many of the
lassons learnad from 401(k) plans so that more workers cowld enjoy sutomated
savirg to baild assets — without imposing any significant burden on employers.
Ermgdoyers thal do nol sponsor plans for their employees could facilitate saving -
wilhoud spansaring a plan, wilhowl making employer malching contibulions., and
wilhiout ecmplying wilh plan qualilication o liduciary slandards. They would
simply offer o &cl &5 a conduit, remitling & porion of employees’ pay 10 an 1RA,
prefarably by direct deposit, at Iitthe or no cost to the amployer.

The suiomatic IRA is alse designed to eddress the concem thad financal
providars hava found it bass profitable to sarve groups of peopla with a small
awgrage account size. The propesal would provide a backsiop arrangemant
confracted o the privabe sector thal would give an opfion o any emphleyes
groups that the nancisl services indusiny is nal currently inberasted in sandng.

Little or No Cost to Employers

Direct daposit to IRAS s not new. In tha kate 19808, Congress, the IRS, and the

Wid w20 Pradenisl steted tht 1o chiain o nibjertivn reactinm i Fa shidy of the mncepsl o
il i slabished cofeams aboul ralrament paogramss and &pecilic needs $or e fubui,” i did ool el
amplcyam untl e el par of =8 surewy thal the peoposl wouid regquim, nol memly pammil. misn
amployers o adopi avtomalio IRAs [The optional approach o pastold deposh IRAs has boeen died and has
rescurdingly Fikd Payrel dapoesd] IRAS hirss bain parsitted oe sl kot @ decade, snd wirs pobbcioed
the L5, Tesasuny and Labor Depariments s the 19808, but vidualy no smplotsens haes adopied e )

" a0
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Departmant of Labor all enecuraged employers nod ready or willing to sponsor a
retirement phan b al keast offer their employess the oppostunity & contribute b
IR&s through payroll deduction. '™ However, amgloyers generally did not respond
1o this oplion. As noled, few employers have ever adopled direcl depaosit of
payrall-gaduction IRAs — &l least in & way that sclively encourages employees io
take advantage of the erangement,

‘With this expenanca m mind, your bill proposas 8 new sirategy designed to
mduce amployers io offer, and employeas to take up, direct deposit or payroll
deposit saving, For many if ned most employers, offering direct deposit or payroll
deduction IRAs wauld irmmaboe litle or no cost, The empleyges would nof be
rrantaining a relirement plan, and employer coniribulions would be neilbes
raquired nar permilied. Firms would nol be regquired bo

11) comply with plan qualification or ERISA' rules,
2] astablish or mainiam a trust o hold assets,

13] determine whether employess are actually gligible o contribube fo an
IRA ar are complying with the limits an contibutions,

(4] salac] investments for employes conlributions,
15) selact among |RA providars, or
() =81 up IRAs fior employaas.

Emgloyers would be required simply o allow employess (0 make a payroll-
deduction deposil o IRAs, This dovetails with whad employers arz alresdy
raquired 1o do by way of wilhhokSing incame [and payrall) lax Trom amployees'
pay (based parlly on employes sleclions on IRS Form W-4] and remilting those
armounts to ihe federal tax deposit aystam.

Tax Credit for Employers that Serve as Condult for Employes Contributions

Firms that do nel provide employvess a qualified retirement plan, such as a
pansion, profit-sharing, or 401 (k] plan, would be given a temporany fax credit to
esiabish aviomalic IRAs. The tax oredil would be available 1o a firm for the first
hwo wears in which it ofered payroll deposit saving fo an IR and would be

" i1 tha Con lerancs Pepad i the Tas Refoes Act ol 17 Cangeein alsied lhal “smplorse that chaces
ot I sporsor o eetirement plan shoukd be encoumged to Set up o payen] deduckon [IRA] sysiem o heip
aivgkywcs wive o il nmnt by saking eyl oesuEon comindicn b e (FAE" and ascourige e

of thee Trecssuny in “coninue: his sffosls io publicize e avaisbdity of thess ovrod deduction RAs™
(HLR. Rige. ke, 720 1061 Cong, 191 Basa T96 [10E7]). IRS and Labor fiidanig was givan is I8
Arnmncenent 8-2, Paprcll Deducion 843" and Depacimen of Labor Inferpestres Buletin 851 [Junes 18,
1928}, 38 C.F.R 2508.98-1(h}

' Employen Babremant Income Sacusty Act ol 1574, as smended.
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dasigned o avoid compeling with the fax cred® available under cumant e to
small businesses thal asdopl a new ermgloyer-sponsared reflirement plan, Also, it
would be avaiable bolh {0 those emplovers required o olfer payrol depasit and
1o wery aniall oF naw s that are nol required 1o but da sa voluntasily.

Tax Credit for Employers that Adopt a New Employer-Sponsoned
Retirament Plan

Undar cumant lawy, an employer with 100 or fewar employees that starts a new
ratirmant plan for the first tme can generally claim a tax credi for stafup costs
The: credit equals 50 percent of the cost of establishing and administering the
pan {induding educaling employess abou the plan] up io 3500 per employver per
wear for ihhea yeans, To mainkain employer incanlives 1o asopl an amployer plamn,
ihe aulomalic IFA tax credil would be lower, e.0. §25 per employes enralled,
capged at 5250 in the aggregate per employes. Employers could nod claim bodh
ihe new plan starup cradil and the proposad automatic IRA credit.

Direct Deposit and Automatic Fund Transfars

The: aomalic |FUA woukd capitalize on aubomaked or elecironi: fund transfers,
Many employers relan an oulside sandce provider o manage payroll, induding
wilhiholding, Tederal 1ax deposits, and direct depasil of paychecks 1o aceounts
desagnated by employees or condractors. For the numercus firms tat already
offar thair workers direct depasit, direct dapoail 1o an IRS would artall no
additienal cost, even In tha shor term. A large proportion of the employers that
still procass thair paynoll by hand would be exemplad under the exception for
very small employers, A5 a resull, our proposal focuses chiefly on those
armployers that already use electronic payroll but have not wsed the same
techrology 1o provide employees & conveniend retiremeant saving opporunigy,
Ernglayers hal do nod use slecironis payroll wauld have ihe aption of
pigiybacking” the payroll depasils 1o IRAs anto the federal tax daposils hey
currantly make, whather online, by mall, or by dellvery o the local bank.

Employess Coverad

Emgployeas eligible for the automatic IRA would include thosa who have workad
for the employer on a regular basis (including part-time) for a specified pericd of
fime and whose employmient there s expected (o confinue. Employers would nal
be required (o offer aulomatic IRAS 1o employees who s sready covened by a
ratirerment plan of ane excudable from coverage (swuch as recenlly-hined
afmployeas, those who work lesg than 1,000 howfs a yess, union-rapresenisd
amplayeas of nonrasdeant abens without LS scurce income) under the gualified
plan nles. Accordingly, the proposal (B not intanded to apply 10 amployare thel
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offar 401 [k].mEII'-'IF'LE. pension or other qualified retirermaent plans to their
ermployess,

Partability of Savings Through Choice of Roth or Traditicnal 1R

Like & 401(k) contributan, the amount esected by the employes as & salary
raduction contribwtion genarally woulkd be tax-fevored. It aithar would ba a
condribution to a Roth IRA, which racaives tax-fevared treatment upon
distribudion, or a *pre-tax” contribution 1o a iredtional, tax-deductizla IRA. To
spang households the need 10 undedake the comparadive analysis of Roth versus
trimStional |RA, ane or the obher would be The default or presumplive choice, OF
course, presentad wilh an autermatic or standard oplion, many households will
simply go alang wilh i, while athers will considar whether lo choose the alber
altemative. Accordingly, ihe aulomalic appreach strikes a balance bebwesn
almplicity and individual cholce. In eiher caga, the use of IRAs maximizes
portability of sawings. IRAs generally continue in existence without regard to
changas in tha cwnar's employment status and, in ganeral, are frealy
transfarable by rollover to other IRAs or qualified plans,

Expanding Saving through Automatic Features
Obstacles to Participation

Today, mdividuals who want o save in an IRA musi make a variety of decisions
in open an account. I addition, they muest overcome a nabural iendency o delay
misking imporanl decsions unlil the last minule, A least five kay questions e
ol

= whether to paracipate at all;

= which financial nstibuteen 1o use 1o open an RA (of, i they have an IR&
alraady, whether to use It or open a new onal;

= whether the IRA should be a fraditional or Roth 1RA;

= how much 1o contrisube 10 he IRA; and

= how o ineest the IRA,

These obstacks can be overcome by making parlicgation easser and mans
aubtomatic.

Automatic Enrallment er an Explicit “Up or Down"” Employee Electlon

"ﬁmuﬁ,‘mmpﬂmwddbn-men‘ﬂ:wflhd sponsored o retiemeni plan bul exduded @ major portion
of i workkonos - hxr soclmple, ancuding an snkr Sheboon of sulssdeary Bl ol usion-mpregarn kel o
formign - in which ase e employer mould e reguired o offer payrol deposil saving io the rest of ihe
wiiklnitn
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Autamabi: enrcllmant [mone oflen applied o ewty hired employeas b now
moreasingly apphad fo both new hires and other amployees) hss produced
dramalic increases in 401(k) paricipation.'™ In view of the basic similarities
babaeen employes payrol-deduclion saving in 8 401 (k) and under a direct
deposit IRA arrangement. the law should, &1 8 minimunm, permit emgloyers 1o
autornaticely enrcll employass in diract deposi IRAs,

However, simply allowing employears 1o usa automatic anrclimant with direct
daposit IRMs may not ba enough, Reguiring empioyars {0 usa automatic
anroliment in conjunclion with the payroll deduction IRAs (with a tax credit and
legal prodections) likely woukl increase participation dramalically while presendng
arnployes chaice. Howsever, a workforee lhal presurmably has nol shown
sulliciant demand for & relirement plan (o induee e employer to offer ane might
react unfavorably 1o being suiomatically enrolied in direct deposil savings without
a matching contribution. In eddition, some smell businass owners who work with
all of thair employvess dossaly each day maght regard autometic enroliment as
UNMECcE5Eary.

Accordingly, automatic enroliment would be the presumptive or standard
anroliment mathod, but emplyers could opl out of it in fvor of an alternstive
approach, which 2 in effecl a variafion on aubomatic enroliment. The allermative
requires all eligible employees o submil an election ihal explicitly eilher accepls
oF dedines payrall deposil to an IRA. Requiring an “ug of down”™ eleclion picks
up many who would otherstse fail 1o panicipete because they oo not comglate
and return the anroliment fom dus 1o procrastinetion, inedia, mability to decide
on invastmants or leved of contribution, and the like.* Any employee who fails 1o
comply with the election requrement & automatically enrolled. In gither casa, o
maximize paricipation, employers receive a standard enrolimend modube
reflecting current besl practices in enraliment proceduras. ™'

In addition, employees like aulomatic enrallment. Retirement Made Simpler - a
coalition of advocacy, regulatory and policy organizations, including AARP, the
Finandal Industry Regulsiony Authority [FINRA) and the Ratirameant Sacuriby
Project (R5P] — wes launched 1o ancourage amployers o hedp thelr employeas

* Eriging Madian and Darnis Shaa, The Power of Suggestion: neria in 01 [K) Paricipaticn and Savings
Bshmnr,” (uarerdy Sousal of Economice 196 ne, 4 [Mossmber 20017 116837 and James Chal snd
oifare, "Defirad Conirbuson Peraiona Flan Rules, Fartcipant Deciskons, and the Paih of Loast
Fliabtance,® in Tax Polizy and the Eosncny, wol. 38, ecited by Jarmas Poladia (Casbealge, s MIT
Pressa, 2002}, pp. 67-113 Goo ofen Sorsh Holden ond Jesck WonDerhad, "The Infleance of Sslomotic
Envoliant, Calch-Ls, @hd |F Conritalisi on 4010} Acrurmuskilions al Falnamant, " Employses Saabl
Fesearch nettube less Bral Mo, 20 Sk 200%5]

* Jarws Chon, David Laitecn, Begite Madan, asd Arnew Matiich, "Optisa) Delults and Acta
Deciione ™ NBER Working Papes Mo, 11074 [laneany 2005]

M A naticnsl wabests could proeide fiess Hhees standam snmiiment and slsction foems, me wall A peosids an

oppariun iy D promose empkeyeo Sducation and best praotions a5 they ovoive, Suoh i auiomaio annclimen
Al pedaniolly, ifubme T b e

1
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bar batier prepared financially for refirermaent. Retirement Made Simpler recently
releised @ survey on employes salisisclion with automatic enrsllmant. The
survey, a Tirsl of its kind, reached oul 1o employess whe work al lirms (hal use
aulamalic enmallmeni. The resulls are siriking. O thess employees, 57% agread
1hal they were salisfied wilh avtomatic enroliment, and T4% of them wera “wery
satighed " Agreament that sutormnatie 401{k) has halped tham start saving for
retrement earlier than planned = 85%, with 62% at “Strongly agres". And
agreernent thal automatc enrclimeant has meade saving for retirermeant easy is
G5%, with T1% at "Strongly egras.” Even among thoss who ooted out of thair
company's 401k} plan, a full ¥§% wera gled their company offared automatic
anrciimeant o amployees,

Complianca

Whather using aulomatic enrmliment or explicil "up or down® elecions from
emgloyees, employers would be required o oblain a witlen (inclding elkecironic)
election from each nonpardicipating employee, Thal way, no ane woukd be bef
oul by reason of inedia. 1T he emplayer choge 1o usa aulomalic enrallment, ha
nalice would alss nform employesas of thal Teatune [incuding the auomatic
eantribulion level and investrment and the procedure for apting out), and the
amployers reconds woulkd nead to show thal employees who falad o submil an
alaction wera in fect particigating In the payroll deduction seving. Employers
would be reguired to cestify annuslly to the IRS that they wers in complance wih
the payroll deposit saving requiramants. =

Making a Saving Vehicle Available To Everyone

Undiar the aulamalic R4, indieiduals who wigh o direct (heir contributions 1o &
specilic IRA can do sa. To make his kappen, he employer kas beo choces:

= remitting all amployes contributions in the first instanca fo IRAs at a singla
private financial institution {chosan by the empleyer], from which
employess can ransfer the comdributions., without cost, to their cwn IRA, or

= |f the employer of emphoyass could not find &n IR provider wilkng to
sarva thelr market for an acoaptably ow fae, or if the employer prafemad
not io designata a partcular financial institution for provide IRAs for

U This raghl ba don in conjuscticn with i axsing IRS Form Wo3 i amglgtes S snraolk o raness
Formme \W-F ko the gosmmment, Falum & offer prypeoll depost) ssaing woulid ulimastely be hackad up by o
apciss tas shmilar iz (bt much fowar thae) thal impoesed for emplopeer violatkons of tha COBRA health cang
ot H I CIrFrALE o s iR The nlen| ia el mmpnyers skl e have o pay such an aense
taw; it e simply & defamenl 1o noncompliance, soocmpanked By @ rather fongiing By of sxcspkons.
eppariniEs ko cemecton, asd rebel fe uninsnticns soscemplong et B gesally pallesred alar Ba
comesponding COBRA provisons. Compans Intemal Revenus Gode Sechon 45008
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employees, employers and employess would have acoess (o a standard
fallback IRA accowunt, as desoribed below, ™

A Low-Cost Standard Automatic Account

The fallback arrangement, which might take the fomm of an industry consorium or
nonprofit organizaton, would make a stendard IRA account sutometically
available to recalve direct deposit contributions from employess. These acoounts
wowlkd b2 mainained and opareted by prvate financial mstitutions undar contract
with the faderal government. By contrest to the wide-opan arrey of invastmeant
options prowvided in most currant IRAs (which can be daunting for many severs)
and the high (and costiar] laval of cuestomear service provided in many 401k}
plans. the standard account would provide only a few imestment opbons (o
maximize soonomies of scale and reduce cost). Hwould parmit individuals to
change thewr investments only once ar fvice a year, and would emphasize
frarspasrency of imestmient and ather fises and enpenses. Like the invesimeanl
options under the fadaral Thril Savings Plan for lederal employess i is
conlemplaled hal costs coukd be minimized, for examgle, through the uss of
passive invesiments such as index funds provided and managead by privaba
linancial insitulions or ofher privale-sector investments thal are simiiany low-
cost. This would not limit anyone’s chalces: individuals who prefemed other IR
investrmanta could aimply confinue contributing to an IRA cutside the contest of
these proposed new armrengamants.

Automatic Investment Fund Cholce

The IRAs salecied by employass or employers from among thosae offened by
peieaie fimancial instilutions as wall as the fallback standand IRAs woukd provide
low-cost professional assed managemend o millions of savers, with a view 1o
improwing heir aggregate nvestmeant resulls. To thal end, thess IRAS woukd offer
an automalic o defaull investiment Tund (generally similar, at leasl indialy, 1o the
kinds af imestmens dascribed ag "Qualilied Dalfaull Investimant ARsmatives® in
Department of Labor requlations)™ for all depesils unbess the individual chose
olherwise. This autematic inwestmant cholce could be a hghly dversified “angeat
assat abocation” or "life-cycle® fund comprised of & mix of equites and fixed
income or slabde value investments, and probably ralying heavily on indes funds
or pther cost-minimizing approachas. |t could also meke avallabde soms

™ hrwwsar. nelhng winkd peeyeni an amployer willing oo e om mlowng smployen dinechons ae B
ordinasy dons wfen amplcyan makes e deposie of peychec o scooenh apscied by emplopeee

T =mbmul irrssstrnen] Sl reecs Unchee Panszisn] Gesciad indoicusl Axcount Placs: Fins Role®
Derpaarimanmi af Labar Emplorpsess Baneils Saointy Adminkeration, Fedaml Register (ol 72, Mo, 2080
Cictabiir 24, 2007, S ala balai from 1. Mask ey, Princigal, Ralisemin Secunly Prej, 1o Digadtmes of
Labor Emplorgess Bersmiils Sacurfy Adminesraticn, doted Mosember 13, 2000 (3valobie &

' ralirammen lecurlypiojec] o) ), Somimaning o (e Deparment's prosased gulaion.
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slomaents of guaraniee agans oss of pincipal, in exchange for a mited
reduction in the rabe of relurn,

One approach o minimize cos! and maximize simglicty might be a lemporary,
shar-larm defaull imvestment in a guaranieed. principal-presenving oplion such
a5 a bank cenificate of deposit of other fxed income vahicle, Such a detault
would apply, If &t all, oy until account balences grew large enough o make
them more sedf-sustaining.

Bacauss il i desirebls 1o maintain a dagree of flexibilty in ordar o scocommedate
and rafiact marked craativity, best praclicas, and tha evolving consansus of
axpart financial advica ower tima, tha propesed legislation woukd not fuly spacify
the automatic investment, Ganeral statuiory guidelines wouwld be flashed out at
ihe adminstrative level after a process of erlensive consultation with private-
sector investmant expers. In adddion, the IRAs employess of smployers selac
Trom privale inancia instibutions waould also offer at least a few nvesiment
altemalives, consistent with normal markel praciice, but would nol be Emifed (o
any prescribed aray of nvesiment oplions,

Employers Protected from Rigk of Fiduciary Liability

Emplayers making payroll deposis would be insulated from patentsal kability or
fiduclary responsibilty with resgact o the manner in which direct deposits ans
invested in automatic IRAs, evan If the IRA provider 3 selected by the employer.
Mor would employers be exposad to potential liebiy with respect to any
aemployaa's choice of IRA provider or bype of IRA. This protaction of amployars
would ba facilitated by regulatory designation of standard invesimeant fypas that
raducas the need for continuous professional investmant advice, In addition,
amployers coukd avoid responsibify aven Tor the selection of an |RA provder for
their employess by specifying the govemmaent-coniracied falback aulomatic IRA
{ar, iFthe employer wished fo, allowing each employes b specify his or ber
preferred IRA provider).

The Importance of Protecting Employer Plans

The auiomatic IRA proposal is designad canafully to svoid competing with or
croeding oult employer plans, Probably the most important protection for
amployer plans is the use of IRAs, which have maximum pesmitied contribution
krepds of £5.000 (with an addilionall £ 1,000 if the confribuior is age 50 or oldar),
This is sufficient io meel the demand for saving by millions of households bed not
high enowgh 1o satisfy the appelite Tor tax-favared saving of business cwners or
deckion-rnakens, wha can conlrbule up to 515,500 of heir cwn salary o a

4 (k) {or 20,500 il age 50 or okier) plus malching of nonmalching employear
confributions that can bring the tolal annual 401 (K} confributions on their behalf to
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£46,000 a year.™ In addtion, by design, the employer tax credit for providing
access to automatic IRAS s significantly less than the smell employer tax credit
for sponsoring a new 401k}, SIMPLE or othar ratmamant plan,

In facl, the aulomaltic IRA is designed to actually promcte more employer plans,
First, any emgloyer that wants to malch fs employess’ confributions must adopt
@ qualified plan or SIMPLE; 16 preseras that incentive, the aulomalic IR doas
nab allow employver conlribulions,  Second, any small Business cwner or
deciionmaker who wanis o save mare than 55,000 or 56,000 a year on a fax-
lavored basis wauld have an incenlive 1o adopl a SIMPLE or 401(k). Finally, tha
autornatic IRA gives corsutiants, third-party admintstrators, financial institutions,
and athar plan providers & new way to penatrata the small business pension
marked with 401{k}s, SIMPLEs ard cther tae-favorad amgloyer plars. Because
thesse plans can now bae purchasad at vary low cost, il would saam natural for
many small busmnesses — especially those whose owner would like o save more
or fo makch employess’ saving = o graduate from payrol deduction saving and
comphede he ourney o oa qualified plan,

Encouraging Contributions by the Self-Employed and
Independent Contractors

For the self-employad and othars who have no empleyer, regular contricutons 1o
IRAs would ba facilitated in fowr prncipal ways:

+ Expanding sccess o aubormalic debil arrangemeanls, induding throwgh
professlonal and trade assecietions that could hedg srangs for automatic
dabit and direct deposs to IRGs. Automatic dablt essentialy repbcetes the
powar of peyroll geduckion insofar &6 i conbnues automaticelly once tha
mdividual has chosan o inftiate it

s  Exiending the payoll deposil ootion io many independent condraclors
threugh direct deposit with firms from which they receive regular peymenis
{without affecting the individusl's stsius as an indapeandant contractor];

« Enabling taxpayers b direct the IRS fo make direct deposi of a porion of
e incoemee L refunds 1o an IRA (which becarme possible Tor Ehe Tirst
time last year), and

+  Allowing the sel-emplayad to transmit IRA deposits with thair quartarty
astimated income taxes.

Matching Deposits as a Financial Incentive

A poswerful financial incentive for dract deposil saving by thosse who are not In
the highar tae breckats (and who tharefore decwee litts banefit from a tax

™ The IR and &0[k) conibution limis [as wel 2 the kmits applicabis i SIWPLE plars| ane indesed for
eomt-ol-ving.
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deduction or exclusion } would be a matching deposi to their payoll deposit IRA,
By increasing assels under managament, a malch would also increase pivale
financial insilulions’ interas] n providing IRAS. One means of delivedng swuch a
malching deposit woulkd be via the fnancal nstitution that provides the payiol
deposit IRA. For example, the first $500 contributed to an IRA by an individual
who |8 eligible bo make daductible contributions 1o an 1RA might be matched by
the privata IRA prowvidar on & dofar-for-dollar besis. and the nawet 51,000 of
condributions might be matched at the rate of 50 cents on the dollar. The financial
provider would ba reimbursed for its maiching contributions through faderal
moome tax cradits, ™

Evidence from a randomized exparimend involving malched confributions o IRAS
suggasis thal & sirmple malching deposit o an IRA can make individuals
signicantly mare likely to contribute and mare likely 1o contribute larger
amounts.”” Matching contributions — similar to those provided by most 404 (k)
plan sponsors — nat onby would halp nduca ndividuals 1o contricute directly from
thedr cwn pay, but atso, if the match ware automatically daposited in the IRA,
would add {o the amound saved in the IRA. The use of matching daposits would
require procederaes i pressnt gaming - contribuging o mduce the matching
?“::‘H}i then quackly withdraving those contrbutons (o retan the use of those

[ H] 2

Guaranteed Lifetime Income

The aulomatic IRA could aleo serve a5 a nabural platform or proving graund for
best practices in reliremenl savings, possibly including, over lime, an expandead
use of lifetime guarantead income. There IS resson bo beliave that many
housaholds with sevings but no lifetme Income stream 1o supplamant Socisl
Sacurity would ba battar off if they converted & porlion of thair savings to
{approprataly pricad) guarantesd income. Yel most are reluctant to do so. The
same autamatic strabegy used to promocte enroliment and sensitla investmiend
could encourage mane workers o obiain the security of an annuity or olher
guaranieed lifatime income, including perhaps Tongevity insurance” thal provides
a delered annuily beginning at age B0 or 85, Tor example. The allraclivenass af
felime income oplions i increasing as providers offer more fesiures thad are
responeve e consumer concems (such s death benafils, cash surrander

5 This ratees @ romitar of Hsue . For Turfar Sscussos, e dicusmion of propisad ralems of e Savars
Gl mog . Wikes G, Gale. 4 Mark lary, sed Pefer B, Orazag. “The Smeec's Comdit Expanding Ratremen]
Sorangs for Mddke- ard Lose- Inooims Amdarioans” (Rotmesant Sacnty Projec] Putboalion Mo, 2006-02
Fiarch 284

*F Extrar Dofle, Wil Gaba, Sl Libiman, Pati Oozag, and Emmanal Saaz, *Savisyg roanivis ko
Lora- and Kekdle-income Famiies: Evidencs from a Feld Expesimen| i HER Blook™ | Ratissment Securly
Prgiezl, Miry 20050

¥ among i possibip aporooches would be to places malohing dooasis in @ separke sub-soooun subject
3 gl walfedrarweal robess and 1o irposs @ inenasl perally on sarky wiSdnnsib of maiched conliBubors
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aptans, and products combining guaraniaed minimum banedits with pofential for
growth). The umiform defaul investment and the backstop automabic IRA for any
armployeas who cannot find an approgriale IR in the makel may lend
ihemselves 1o explofing means of encauraging grealer use aof lew-cost
guara!taed ncome in IRAs generally a8 weall a8 in 401 (k) and other ermgloyear
plans.

As formar Chair of the Council of Econemic Advisars Laura Tyson pointed out in
a Wall Sirest Journal op-ad article endorsing tha automatic IRA, Tjlust as the
Autarnatic 401{k) and Automadic IRA would help to ensure thal employees have
anough refinement savings, aslomalic guaraneed lifelime mooms would halp o
ensure thal they do nod oullive their savings™ and have an income siream Eheay
can coun an,

A Note on the GAD Report

Tha Jurs 2008 GAC Repor on amployer-provided IRAs calls for tha collection of
addilional data on IRAs and potentialy more regulatory oversight. Wa agres that
additional data would be useful for varicus purposes, including potentially
Fmproving comgdiance and delermining exaclly in whial warys IRAs are and are
nat warking efeclively o Al the gap in relirement savings for those nol
paricipalting in emgloyer plans. Howeser, improved calleclion and reparting of
data — auch as the data referrad bo in the GAD Repor on how many employers
and amployaes cumantly use SIMPLE or SEP IRAs or peyroll deduction IRAs -
shcaild ke done in & way that doas nof impose undue burdans on emgloyars,
amgloyaas, or IRA providars. Moraowar, significantly, our intarest in obigining
such data need not and should not delay the davelopment of a basic stratagy to
sxpand retirement saving wsing workplace (Ras, ™

We aleady have sulicient svidence ol cerain lundarmental facts that shauld
drive the developrment of palicy in this area. I is dear, Tor example, that -

By FURL 26T and 5. 1140 megquine s joint shudy by the Labor and Treasury Depardmenis of fha
Paasibikiy and desrabiliy of promoling Mo usa of lrwecoa? annuilas, onge iy NS0 mnog, of ot
guaranised Helims incoms seengemants m auicmals IRas, nohadng comierstion of — i} spgropriaie
means of aranging for . or encouraging, ndviduals o recsve ai lesst a poriion of thelr dsirbuions in some
Piarrn ol boswecal guesn lissd [0l income, and (i) sdoai pressnied By poddilia dddboss | diferenc in,
or uniammity of, prosdsions. goveming diflerent IRAE.  Section A(bNHET. The bile alen would provide for s
poank shoedy of tvia Measibility and desrabiliy of eaanding 1o sulomabs FAs Spow el conSant NequiPemEdTE
mmilar ko, or based on, those that apply undes the Fedem| smplopsse’ Tenk Savisgs: Plan, incuging
oonsidemation of shaihor modioaions of Such mounemEnss an Fecrssany 1o aoply them 0 auiomatc Fas.
Samtian HE 14|

* Laiirn D'rednan Tysen, “Soma Mo-Braine Sesngs ldee,” Wl Breet Joural Oclobar 30, 2007, paga A
mn

* A noled, the Prudential ressanch found that, “of g 80% of employees who wens

“vary'somawhal” inlorestad in the Anomasc [RA, 55% beliove £ will generale real addiional
SAVINGS.” (Saea tael /1 0. 15, Abova ]
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1. Paricipation in standalone (nonsaorkplace | IRAs is dramatically Iess than
in amployer plans (far reasons noled sadier),

2. Payroll deduction IRAS al the workglaca esuld provide much af the same
impetus for aving and ease of aaving that employer plans provide.

3. Of the mary amployers that do nol spansor amployer plans, vary faw hava
adopted payroll deduction IFAs,

4. The cost o an pmployer of maintaining a payrall deduction [RA involves
no empleyer confribufion o other cutiay, and therefore generally will be e
less than lhe cosl of sponsaring a plan thal doas imeole employer
eonlribulions. Mareoves, amployers thal alow employess 1o make payall
deposits 1o IRAs already function as & conduit of farwarding agent whan
thay withhold Bnd remit income tax from their amployees’ pay.

5. [rata on the exact extant of amployer adoption of payroll deduction IRAs to
date do not reflaci, and would not have muech relevance in, a scanano n
which emgloyers would be requred to proside tham

8. Sikce e 401[k) expenence slrangly sugsests thal aulomats &nmllmeanl
dramalically raises partcipation, data on the degrea al emplayes
parlicipation im current payrod deduction IRAs (which do nat wse avlomalic
annolirmeant) would be ugatul but not as relevant 1o the scanano in which
amployess would be sutomatically enrcdad In payroll deduction IRAS.

7. Accordingly, a major expansion of payroll deduction [RAs wusing automatic
enradiment could ncrease employees’ relirement contributions
dramadically.

Il s brue thal we have Gille dala beaing on certain ulimate issues relaling Lo
aaving Tor retirement (in IRAs or employer plans) such as —

=  The exiend o which contribulions o plans am offsel by addtional debl or
by & reduction of the household's ofher balances or assels so hal ihey da
nal, Lo ihal extent, represent real pal saving.

+ How dyrable the contribulions are; do thay leak out of the system or ang
thay used far reliremend purpases?

Howsaver, the lack of compelling evidence an such ullirmate saving issues is nal
particular b IFAL: it is alen frue of 40°1(K)s and olher empleyer plans. Even if the
nelpful deta that |s sowght by SAD regarding IRAs were reported and collacted,
they would fall short of answaring these questions in the case of IRAz. We
cannot afford bo suspend for several vears all efforts to iImprove covaregs and
participation throwgh 1he wse of payroll deduction IRAs (and we do not believe
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the GAD Raeporl s suggesting that wae dao) in arder 1o await the collecton and
analysis of data hal, hoesves umelul, are unlikely o resoboe he key issees
invalved in our palicy decisions,

Conclusion

Amarican households have a compeling need (o incease their personal saving,
espacially Tor long-bermn needs such as refirerment. This (esfimony summarizes a
slralegy to make saving mone subsmatic - hence easiar, more convenianl, amnd
mmiore Buely bo eccur. By adapling o the IRA universe praclices and arrangemenis
that have proven successful i promobing 401(k) participation, the autcmatic IRA
approach kolds coralderable promise of expanding retiremant saving for milions
of workars.

This bipartisan, cross-denlegical automatic IRA proposal put forward in your bill,
H.B. 2187, has elicited favorable responses from across the poical spectrum,
As Congressional Budget Ofice Directar Peler Orszag recently sted, *l do
sense [hal lhere is significant bigartisan supgarl Tar this kind of approach. ™
Indead, support has come froem bolh the Chair of the Council of Ecomnomas
Advisers under President Clinton and the Chair of the Councll of Econamic
Advisers undar President Raagan, from the Mew York Times aeditorisd page and
the Washington Times' chiaf poltical comespondant. **

Similar typas of proposals have been infroducad by Senate Finance Committes
Chairman Max Bauous and advanced by the Commission on the Regulation of
U5, Capital Markels in the 217 Genfury, an Indepandent Biparisan Commission
Estabizhed by the U.S. Chamber ol Commearce, while ihe aulomalic IRA
proposal ilsell hes baen supported or hag bean the subject ol Tavarabla comment
by & wariely of afher groups and indviduals incuding AARP. Markebwateh,

¥ Preganlalion st the Fstirerent Secunity Project conferesrce on “Tha Autorotic Realution” o1
e Matonal Press Club, Washington, 0.5, June 10, 2008,

" T foemniar Chair of Pregident Chninn's Cotnel of Economic Adviaars, Launa Tysan, has slaled
et e “Auiomatc IRA woulkd belp o ansues thal smpoesss have gnough retement savings,”
{Wall Sweel Joumal. Ool. 30, 2007, and the former Craer of President Reagan’s Counci al
Ecanomic Advisers, Pralessar Marin Feldsiein, has said, "1 am a great enthisizest of aulomatic
ervolmant IRAS. | think &3 a polcy iUs 8 no-beaires, | Think 1he Egisdalion should be anacted, |
can’ imaging why thers would bs ary sgnifican] opposilion Bom poltical pkayens on aitker sida of
e ase.” Frasentation al the Retremen Secunty Project conference on ~The Aulomatic
Rarvolution” al thia National Prass Club, Washinglon, D.C., June 10, 2003,

The Mew Yok Times b stated, in an aditanial, “The besd idea yed devalopsd for making sswings
wrivarssl is an LRLA that is funded with aulomalic direct deposits from a paycheck. . . Congess
should pass kegislation o eslablish aulo-l RA s, and the presiden should sign B7 [Bew Yok
Tierees, aaditorial, Manch 18, 2006). Tha Wss hircpon Times' chial poilical coraspordent. Donald
Lambrd, his aaid, “This savings eale im our counlry . is abyemal, This [Be Slomalis 4]
weould dramafically burn that rate arcund, helping milions bo bl id wesalth and somes messsurs of
relremen security " [Washingloo Times, apnl 12, 2007.)
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Mewsday, Jame Bryant Quinn, and the 20068 Mational Summit on Rediremaent
Savings

Chairman Meal, Ranking Member English, and Members of the Subcommilies,
we appreciate the opporbunsy 1o testity before the Subcormmities and would be
heppy o respond bo any questons,

“ G X atove. prd wwew retiremenisscunhypmojedt org

Ik
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. Mark tery

Mark lary ([pronaunsed "Eery™) B A Monnesidan Senicr Falow al the Brockings Instilution, a
Prindipal of ied Rabraman] Sacurily Propscl, Rosedech Pralesaor al Geongaliown Ueivardy, and
CH Counsel o the ke firm of Sulivan & Cromeell LLP, whens he specializes in pengions,

lion and benedis. He was Beonefils Tax Counsel al the U5, Treasury Depariment from
10885 io 2, serving as T princinal Execulive Bramch afficial dinsclly nes ponsibla for ax poficy
and regulation reksting LG the Malion's qualied pemsian and $01(k) plans, amplryer-aponsonsd
heakn plans, and ofher smployee benefis.

Racaniy named ana of tha 100 Kost Inlueniial Peapks in Finanos { Trascay and Avak Magazing,
o PO, M Dy Peles oltan lasshed Bk congeaisional commilsss — vy repradanling
the Traasury and Exscutive Branch and, snos keaving govemmerd, =sifying o an indepandan
miper = and Stabe Iegisiatures. He has advised numercus. Senalors and kMembers of Congress
on both sidas of e aishe, five Presideniial campaigng {2004 and 2008), GAD, cthar tedaml
pgences, 5iane oficale ard legislaton, Breign gormemman] agancias and oifidals inchading Ihe
Unitsd Kingdom and lssael], AARP, ard ctber private-sacior crgamzatons on elirement savings,
and has served as an exper winess in federal Migation. He was formesty 2 pafnes in e los
T ol Covinglon & Buring, chairal tha D.C. Bar Emplayes Banalits Comimiliaq, and 8 mambar
ol Ta Wihits Hewesa Taak Fonca on Health Gane Redoem, and had addnedaad sevanal hundimd
prefessonal, mdustry, policy and acadsme conferances, Mr lwry co-ediled the book. “Agng
Graoofully” Ideas 1o Improve Reliement Secunty in Amenca” (Cendury Fdn. Press, 2006} wsith
Wilkam Gals and Palar Orazag); the aulomatc IR& proposal Fe Res oo-authanad through e
Ralitamanl Searity Projecd Ras bean rdeoducsd s 8 bl in Congeas, and [he propeaals he hag
co-authored o leverags Siats rescurces. 1o sxpand penmion coverage have besn niroduced as
bills in several Siales

A piingipal archilac] of e Savei's Coadi W aepand A0 k) e IR Coverage [ckamad annualy
on 5.3 milon e e and B "SIMPLE" 401 kHype plan (tovedng an esmaled 3 millon
workers), M. hery direcied Treasuny's lommudation and implemantaton of an inlegraled simlegy o
Incressn nefinement saving by detining, approving and promasing 400 (k) sutcrnstic anmlimant as
wnll an Bulomalic mlknoer 5 cusl parcion Bakage, He has aiso bean cenirally invabsad in
rpliating or archasiratng many other sgnifican improvermerts and smplficatcns of s nabon's
pensicn and health care systems, includng deseiopment of the: Presidental “Universal Savings
Accounls” proposal (1998-20000, and sirengfening oversight of the PEGC by s Board of
Dhmackom

While in govemment. R, hery sas widely recognized for his work o expand coverage wihiks
simplifying ard rationalizing banalls law and egulafion. He received the Secratary of tha
Trapeiry's Exoepticnal Servica Syaed Tiln necogniion af his culstandng lapdamhip amnd
pecomplshmants | Widely respeciad s Teeasury's bensfits and pansion aspert, Mr ey
excelied at building coalitions of dverse imerests... A2 Treasury, he drew upon a wide specinim
ol privade sackor advics, held wwn hall meetings arcund the coundny, and mosived a spacial IRS
[OMes ool Chial Coungsd) seaid Tln iscog niden of the collagisl working ralatonahip you hava
fostered beteean [Tregsury] and the IRS Ofice of Chisl Counss and of your many contnbulions
1o our nation’s tax syshem.”

Mr, Iwry's wiaes s ollan neportad in the major madia and ade press. Ha @ an hanam graduals
ol Harvard College and Hamand Law School. Fas g Masters in Publc Policy from Hareand s
Kannedy School of Governmani, = a membar of the bar of the US Suprems Sourt, a Fellow of
the Amarican College of Employves Benefils Coursal, and is Isted in Wios Who; Bast Lawyars in
Amancs, Weahiiglion, D0 Sy Lanpers, el

Email miwryiptrookings s
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Ravid John

Dawid John, Principal bo the Retremanl Seourty Project and a Seniar Research Follos wath thie
Thoenas & Fiog Istitula Tor Ecanamic Policy Studies. at the Heritags Foundation, He hes bean
irmwolvesd i Wiaa hinglon's kap pobcy deleles foe almcdl 30 aars and he conlinues ol cansar 38
Hertage's lead analyst on issues relating to pensors, financal relifutons, ass=f bulding, and

Sooal Security refoerm. He has also commented on coporale govemance and financial Meracy.

Jofin hak wiittan and kedurad asansivaly on tha impontenca of retamming the natian’s nedi nevesnd
gpalam, Duriesg Beg lirsa, e hat bealilesd Badors o number ol Houss and Senale commithisss on
subjects ranging from Social Security and pension reform o improdng the nation’s fiood
Imsuranoa program. in 201, he lestfied befors the PresicdenTs Commission o Seenglhen Social
Eaority, providing delnabad analyeis of hove paraonal fedremvsnd acooiunls fould ba sinechiined and
mepalaled, John aleo bealified bedare the House Budipsl Cammiéss's Task Fomce an Socal
Seourfty, ssplaning what e costs of ranstioning o a sysiem of Sooal Ssorky personal
refinsmant accounls might be as companed 43 the oost of running the ournent peogram

In addiicen, John Fee ingified bafora the House Ways anid Mesrs Commilins on issues sich s
shans thet should e lakan b rmgeovs Sodal Secynly for waman and minarnitess, hos B incrsss
the infanration that the public can recehse albsout Social Sacunty programs, and how the Urnited
Kingdam's pension syslom operains. He also testded befoen bath the Senate Spacial Commiliea
o Aging and tha Howsme Educaton and e Workiame Commities on proposals w0 srangihan tha
Tunding af delingd benalil pansen plans

Jahn has been published and quoled exienseely in many mapr pubbcations, induding the Wal
Streat Joumnal, Financial Times, Washingbon Posl, Few York Times, Chicago Tritng, Los
Angaks Taves, Philsdelphia Inguirer, Washinglon Timas, Forbss, Business Weak, and LISS
Tosdary. He Fas alea appaansd on CES Mewe, HBC Hews, CRN, MSHBC, the Fox Mews Channel,
BB radio, and mary other natioral and syndecaled rado and beleysion shows.

Jahn cama 10 The Hertaga Foundation Trom a allice of Riep. Mark Samlond, R-5.C. John was
Iha kaad ailher of Rap, Santonds plan e redams Socksd Sacidity by satleg uh & Syeieen ol
pamonal mediremend sccounls, Johe's Capital P seros aleo ncludes alints in Lhe offices. of
Aeps. Matt Rinaida, R-M.J_ and Rep. Doug Bamard Jr, D-Ga. Wiile working for Bamand, John
halped wrile one of e Srst bis thal sould have eiminaied residciicons on banks o sall sacuriies
and inssanca Ha Ao audbcead a bl in 1881 thal resiared e nalional commamaenative com
ilp== 2 LI

In the prvale sschor, Johin was a Vice Presdent specilizing in publc palcy develaomant al The
Chase Manhaltan Bank in Mews Yok In addilan, he woked for threae years as Dimcloar of
Lagislative Aaira Al the Matenal Asaccation of Fecdanmnl Credkl Unicna, and somed &3 6 sanior
lsgus et corEullant fer B Washinglon kv rm of Maratt, Phelps & Philips

Jahn samed a bachelor's degree in journaksm, an MEA in finance, and a masier's degrees in
acanamics fmm the Uinkarsity of Geongia in Athans.
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Chairman NEAL. Thank you for your testimony.
Mr. Salisbury.

STATEMENT OF DALLAS SALISBURY, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, EMPLOYEE BENEFIT RESEARCH IN-
STITUTE (EBRI)

Mr. SALISBURY. Chairman Neal, Ranking Member English,
and Members of the Committee, it’s a pleasure to be here. I thank
you for the invitation. I am Dallas Salisbury, president of the Em-
ployee Benefit Research Institute, and Chairman of the American
Savings Education Council.

Since beginning our work at EBRI in 1978, we have published
317 issue briefs. The very first was on the topic of universal IRAs
and deductible employee contributions. Personally, my first testi-
mony on IRAs was before the Senate Finance Committee in 1981.
They have developed since that time with IRAs now representing
about 27 percent of total retirement system assets, total assets in
that system approaching about $18 trillion.

Employment-based defined contribution plans represent about 26
percent of assets, private ERISA-defined benefit plans about 17
percent, and public sector-defined benefit plans about 30 percent of
those aggregate assets.

For 2005, the most recent year for which data is publicly avail-
able: about 10 percent of all taxpayers put money into an IRA, ei-
ther directly or through a rollover; 5.3 million made deductible con-
tributions totaling about $16 billion; Roth IRAs, 6.7 million tax-
payers, about $18.6 billion; 2.5 percent of taxpayers rolled over
funds totaling $231.5 billion in that year; and a total of $140 billion
was withdrawn in IRAs during that year, to be spent on we’re not
sure what.

This compares to 14 percent of taxpayers who are active partici-
pants in ERISA-defined benefit plans to which $94 billion was con-
tributed, and 35 percent of taxpayers who were active participants
in ERISA-defined contribution plans into which $228 billion was
contributed. Total benefit payments from those programs, both an-
nuity and lump sums, totaled $333 billion, of which $215 billion
was rolled over into Individual Retirement Accounts, thus under-
lining a point that Congressman Pomeroy was making in his ear-
lier testimony: the critical role that employment-based programs
make in the system, and the tenderness of making changes in
other areas that might threaten those programs.

The GAO report points out the lack of success in encouraging
IRA-based plan development among small employers. EBRI small
employer surveys have found a lack of perceived employees demand
for retirement plans, and higher pay and health insurance always
are deemed to be more important by both small employers and
their workers. Our value of benefits surveys have consistently
found that over 85 percent of employees, when asked what they
would like first, say health insurance. Only about 7 percent say a
defined contribution savings opportunity.

All of these trends affect a second point, which is that over 42
percent of the work force still works for an employer that does not
use automated payroll. EBRI has not surveyed employer attitudes
toward automatic IRAs, per se, but did surveys on individual Social
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Security account proposals. We found overall opposition among
small employers, if they were being required to set up any arrange-
ment with any financial institution.

Overwhelmingly, interestingly, they were in support of proposals
that would allow them to send additional retirement contributions
as part of payroll taxes to the government, suggesting there would
be ways to structure universal or automatic IRAs that would be ac-
ceptable if the ideological issues could be overcome.

EBRI research on the administrative issues and individual Social
Security accounts reinforces the fact that automatic IRA designs
are possible, but they would take unique approaches not contained
in current legislation in order to minimize administrative cost.
Every test or handle included in these proposals adds complexity
which small employers in our surveys find troubling. That is not
to say it should not be done, but it does suggest a hurdle.

As GAO points out, there is a great deal we do not know about
IRAs, as a result of limited data availability. Since 1995, the Em-
ployee Benefit Research Institute has built a database on 401(k)
data, and effective this year we will begin adding detailed IRA data
to that database. It would be helpful if the IRS would make more
detailed data available on an ongoing basis so the public on both
IRAs and 401(k)s to help us analyze proposals such as these.

I thank the Committee again for the invitation to testify, and
would be pleased to respond to any questions.

[The prepared statement of Mr. Salisbury follows:]

Statement of Dallas Salisbury, President and Chief Executive Officer,
Employee Benefit Research Institute (EBRI)

Chairman Neal and members of the Subcommittee on Select Revenue Measures,
thank you for your invitation to testify today on the role of individual retirement
accounts, or IRAs, in our retirement system. I am Dallas Salisbury, president and
CEO of the Employee Benefit Research Institute.

Since beginning our work in 1978, the Employee Benefit Research Institute has
published 317 EBRI Issue Briefs." The very first was on the subject of “Universal
IRAs and Deductible Employee Contributions.” Since that time we have published
data on IRAs on an ongoing basis. Chapter 15 of the EBRI Databook on Employee
Benefits is on IRA participation and Chapter 16 is on IRA Assets.1

Twenty-three percent of workers ages 21-64 owned an IRA at the end of 2005,
an increase from 15.9 percent in 1996.2 We know IRA ownership increases with
family income and age: Among workers with annual family income of $10,000—
$19,999, 8.3 percent owned an IRA, compared to 35.1 percent of those with family
income above $75,000. We also know education is a more striking indicator: 2.7 per-
cent of those without a high school diploma have an IRA, compared to 46.5 percent
of those with a graduate degree.

IRAs have become the largest single vehicle for retirement assets in the United
States. Assets have continuously grown in IRAs as a function of new contributions
(about $49 billion in the most recent year for which data are available), but the
asset growth is mostly due to rollover distributions from both employment-based de-
fined benefit (pension) and defined contribution retirement plans such as 401(k)s
(more than $210 billion, according to the latest data).3 As a result, total IRA assets
now exceed the assets in private-sector employment-based defined contribution
plans: IRA assets reached $4.75 trillion at year-end 2007, compared with $3.49 tril-

1EBRI Databook of Employee Benefits, Chapter 15, Individual Retirement Account—Partici-
pation http://www.ebri.org/pdf/publications/books/databook/DB.Chapter%2015.pdf and EBRI
Databook of Employee Benefits, Chapter 16, Individual Retirement Accounts and Keogh Assets
http://www.ebri.org/pdf/publications/books/databook/DB.Chapter%2016.pdf

2Craig Copeland, “Ownership of Individual Retirement Accounts (IRAs) and 401(k)-Type
Plans.” EBRI Notes, no. 5 (Employee Benefit Research Institute, May 2008): 2—-12.

3Victoria L. Bryant, “Accumulation and Distribution of Individual Retirement Arrangements,
2004,” SOI Bulletin (Spring 2008): 90-101.
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lion in private-sector defined contribution plans.# The Internal Revenue Service
(IRS) reports that 7.9 million taxpayers age 65 or older withdrew money from an
IRA in 2004, amounting to $76.8 billion.5

Since IRAs have been increasingly important to Americans’ retirement security,
EBRI has focused a lot of its research on IRAs. For a 2001 NASI conference, EBRI
simulated the projected increase in the IRAs importance in retirement wealth.6 At
that time, we estimated an increase from 28 percent of retirement wealth for males
born in 1936 to 40 percent for males born in 1964. Females were estimated to have
an increase from 18 percent to 32 percent for the same birth cohorts. Since that
time, the increased importance of 401(k) plans, and the likely plan design modifica-
tions that are likely to result from the passage of the Pension Protection Act (PPA)
in 2006 will undoubtedly result in an even larger percentage of retirement wealth
contained in IRAs.?

The values accumulated in IRAs would likely be even greater if all monies con-
tributed and/or rolled over to these accounts were not available for pre-retirement
withdrawals. Simulations from the EBRI/ICI 401(k) Accumulation Projection Model
in 2002 showed that the income replacement rates that could be expected from a
combination of 401(k) account balances and IRA rollovers that resulted from 401(k)
contributions would increase between 11 and 18 percentage points (depending on
salary level) if pre-retirement withdrawals were never taken from IRA balances.8

At the request of this Committee, the General Accountability Office undertook a
review of individual retirement accounts that was published this month. The staff
of the Employee Benefit Research Institute was pleased to cooperate with the GAO
in their research.

The GAO report does a good job of setting out the current data on IRAs.

The report also points out the lack of success in encouraging plan development
among small employers due to lack of resources, unsteady revenues, and lack of
knowledge and/or misconceptions in how plans operate.

Small employer surveys undertaken by EBRI in the past also pointed out the lack
of employee demand for the retirement plans, where higher pay and/or health insur-
ance was deemed to be more important in the view of employers.? EBRI Value of
Benefits surveys over the past 25 years have consistently found that workers put
health insurance first,1° and our most recent EBRI Health Confidence Surveys have
found that over a third of workers have reduced their retirement savings due to ris-
ing health care costs.!! All of these trends affect plans with payroll deduction in
general, and programs like non-employer-based IRAs (where automatic deductions
have not been arranged).

The GAO has pointed out the lack of information on the use of payroll deduction
IRAs (or those that allow a direct debit from a savings or checking account). GAO
does not discuss this topic on IRAs, but the data is lacking regardless. This is an-
other manner to get workers’ dollars into an IRA before the individual can spend

it.

The GAO report suggests tax credits to employers (on p. 29) to increase the adop-
tion of payroll deduction IRAs. Congress will need to consider the fact that tax cred-
its to employers for starting these plans have proven to be ineffective. The EBRI
Small Employer Surveys found that small employers do not understand the tax laws
surrounding plans.

EBRI Small Employer Surveys also have found overall opposition to proposals
that small employers be required to set up arrangements with financial institutions.
However, there is support among small employers for sending additional retirement

4Board of Governors of the Federal Reserve, Flow of Funds Accounts of the United States:
Flows and Outstandings: First Quarter 2008. June 5, 2008

5Bryant, op cited.

6 Jack VanDerhei and Craig Copeland, (2002). The Future of Retirement Income: The Changing
Face of Private Retirement Plans (pp. 121-147). National Academy of Social Insurance: The Fu-
ture of Social Insurance: Incremental Action or Fundamental Reform.

7Jack VanDerhei and Craig Copeland, The Impact of PPA on Retirement Income for 401(k)
Participants, EBRI Issue Brief, No. 318, June 2008

8 Sarah Holden and Jack VanDerhei, Can 401(k) Accumulations Generate Significant Income
for Future Retirees? EBRI Issue Brief and ICI Perspective, October 2002. This is a first-order
approximation and does not take into account changes in participant behavior that might occur
as a result of changing the pre-retirement access to this money.

9 Employee Benefit Research Institute, Small Employer Retirement Survey Results. http://
www.ebri.org/surveys/sers/.

10The latest Value of Benefits Survey results can be found in Rachael Christensen, “Value
of Benefits Constant in a Changing World: Findings from the 2001 EBRI/MGA Value of Benefits
Survey.” EBRI Notes, no. 3 (Employee Benefit Research Institute, March 2003): 1-3.

11 Employee Benefit Research Institute, Health Confidence Survey Results www.ebri.org/sur-
veys/hes/
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contributions as part of their existing payroll tax deposits and letting the govern-
ment deal with all of the administrative issues.

This suggests that proposals like those discussed in the GAO report for “auto-
matic IRAs” for some segment of the population (most proposals would not apply
to about 25 million workers in very small firms) would need to be carefully designed
in order to prove successful. In fact, research conducted by EBRI on the administra-
tive issues in individual Social Security accounts!2 suggests ways in which an “auto-
matic IRA” could be made available to all workers, were accessibility and accumula-
tion the primary objectives. It could be done with lower administrative expense and
lower business burden than proposals that are more limited in their scope, but rely
on payroll deduction. This is the case because of the significant portion of the work-
force that is not paid through automated and linked payroll systems.

Working through our American Savings Education Council and our
ChoosetoSave.orgl] programs, and based upon our 18 years of Retirement Con-
fidence Surveys,[] EBRI has found that individuals need to become convinced of the
need to save for the future before they will (a) do it, and (b) preserve the funds upon
job change. While $214.9 billion was rolled into IRAs in 2004, most workers that
receive distributions of less than $20,000 do not roll over their entire distributions,
and cash out at least some portion of their retirement savings.13

As GAO points out, there is a great deal we do not know about IRAs as a result
of limited data reporting. Since 1995, EBRI has been working with the Investment
Company Institute and administrative firms to build a large database on 401(k)
plans that has begun to allow many questions to be answered about the role of those
plans in our retirement system. This year we are starting to build a companion
database of IRA data that will begin to fill many of the gaps in information identi-
fied by the GAO report.

As GAO notes, the IRS does collect a significant amount of IRA information. Were
that information more widely available in a timely fashion, it would be of great as-
sistance to both the public and the private sectors. For example, the Census Bu-
reau’s Current Population Survey reports that very few of those over age 55 and
65 report income from IRAs, Keoghs or 401(k) plans. Yet, the IRS tax records re-
corded $140 billion in payments out of IRAs alone in 2004. The Federal Reserve’s
Survey of Consumer Finance, and the HHS Health and Retirement Survey, also
under-report income from these programs, when it is possible to compare individual
self-response with “administrative” records like tax returns. A major issue for the
nation revolves around the financial status of those near or in retirement, and the
availability of IRS administrative records could make a significant contribution to
policy-making. We hope that the IRA administrative records database being devel-
oped by EBRI will do so as well.

As the GAO report underlines, the primary role of IRAs in our retirement system
today is to provide a tax-deferred account for the retirement assets of those who
have left an employer-sponsored defined benefit (pension) or defined contribution
(401(k)-type) plan. Rollovers amounted to $214.9 billion in 2004, compared to $48.7
billion in contributions.

The goal that ERISA set for IRAs in 1974 as a way for all of those outside of
an employer based plan to save for retirement has not been realized. This un-
derlines the central role played by both Social Security and employer-sponsored
plans in Americans’ future retirement security.

I thank the Committee again for the invitation to testify.
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Chairman NEAL. Thank you.
Mr. Eisenbrey.

STATEMENT OF ROSS EISENBREY, VICE PRESIDENT,
ECONOMIC POLICY INSTITUTE

Mr. EISENBREY. Thank you, Mr. Neal. It’s a pleasure to be
here, and an honor.

Proposals like the automatic IRA cannot hurt. The problem is
that they probably won’t help much, either. This is because such
proposals don’t make 401(k)’s or IRAs a better deal for ordinary
workers. They make it physically easier for them to put money into
an account, but not financially easier.

The shift from traditional pensions which are truly automatic, in
the sense that they automatically create retirement savings, to
IRAs, 401(k)’s, and other individual savings accounts that require
workers to shoulder most or all of the cost and risk, has left most
workers with less retirement security. It is not enough simply to
argue that the shift from traditional pensions to individual ac-
counts is a reflection of market forces. The tax incentives Congress
provides for retirement accounts are not a result of market forces.
They are a political decision, and they constitute an enormous sub-
sidy from the Federal Government that has done almost nothing to
increase retirement savings.

There are three big problems with these tax incentives, which
automatic IRAs would not change: first, only households that owe
income tax are eligible for the subsidies, the size of which also de-
pends on a household’s tax bracket; second, even if the value of the
tax deduction per dollar saved didn’t vary by income level, high-in-
come households have more disposable income to set aside, so sub-
sidies would still disproportionately benefit them; and finally, the
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incentive effect is weak, or non-existent, since there is no way to
ensure that these tax incentives encourage new saving.

The present value of tax expenditures for 401(k) and IRA con-
tributions in 2007 amounted to nearly $135 billion. Roughly 70 per-
cent of these subsidies go to the top 20 percent of the income dis-
tribution, and almost half go to the top 10 percent. The average
worker gets little help from this $135 billion, due to an upside
down incentive structure that gives a wealthy family in a 35 per-
cent tax bracket a tax break 3.5 times more valuable than a family
in a 10 percent tax bracket, even if each family contributes the
same dollar amount to a tax-favored account.

In other words, those who need the help least to save get the
most help. Thus, it is not surprising that only 3 out of 10 house-
holds received a tax break for contributing to a defined contribution
plan or IRA in 2004. Congress, starting with this Committee, has
tilted the subsidy table toward the better off, and told most Ameri-
cans, “You’re on your own.”

These tax breaks are not just unfair, they’re ineffective, because
they mostly cause wealthy households to shift savings to tax-fa-
vored accounts, rather than increasing overall savings. Thus, the
paradox: the taxpayers are giving up more and more revenue to
promote retirement savings while retirement security declines,
along with the national savings rate. Tax incentives ought to do
more than lower the taxes paid by wealthy households. They ought
to help all workers save for retirement.

The implicit assumption behind the auto-IRA approach is that
the problem lies with the worker, not with the retirement options
she faces. But even in the best case scenario, a participant who
contributes regularly and does not touch her savings until retire-
ment, high fees may erode a quarter or more of her nest egg, com-
pared to savings pooled in a cost-efficient pension fund.

These problems are compounded by the problem that individual
investors feel torn between low fixed returns and gambling with
their nest egg. Finally, even a worker who saves steadily and has
good luck with investments may outlive her savings.

So, these problems require the kind of creativity that you called
for in your opening statement, Mr. Neal. I think we need to think
outside the box that we have been in, and we would like to pro-
pose—and I have brought, and would like to offer for the record,
a plan called The Guaranteed Retirement Account. Could I submit
that for the record?

Chairman NEAL. You certainly can.

Mr. EISENBREY. Thank you.

[The information follows:]
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Thee st off these cantributions wonld be spliz equally between employers sad emplovens,
However, employes comtributions would ke offset in whole or in part through an izdlation-
imnbesoed B0 refundabie tax credit that would take the place of tnx hreaks for definad-
comiribuiion scooumes and TRAs

GEA desounts would be administered by the Socinl Secudty Administraton, and the finds
manzgad by the Thrift Savings Plas of similae body, which in ben would cetsource investment
fusmetions fe an oulsade provider. Though the fimds weeld e inmvested | fleancisl markeis,

Sl wondd eam: o fixed 3% mie of return adfusied for inflation and gusranived by the
federal government, If the irustiss Setermincd that actual Emvestment Tehums were comslstently
higher than 3% ovir o mumber of years, the serplbos wonld be distribured 1 panticipasts, theugh a
halancing fund would he masstatned w0 Hide e perisds of low retums.

Wiorkers would be ahle to track the dollar vatoe of el geeamilitions, te sune = with 401(k)s
and IRAs Hiewever, aceow balances would be converied fo inflation-indexed annuities epon
relirement o ensure that warkers would o omlive their savings,

The: el i dhat participents would be guaranieed o secure setirement after a Efetlmse of
contribastions. A prototypical worker could expest 4 Benefit equal b moughdy 25% of pre-
retiremenl incomse aller 40 years. Since Social Becurity provides such a worker with a bensfic
equal o roughly 5% of pre-retirensent income al age 65, the total neplacerment rte woeld be
spproaimately W of pre-petinement income, which is considened the mini mem necessary o
#nvoid a drop in living standards upon regirement.

The GRA plan gives woters what they want—a simple, falr and effective way 1o aae for
retirement, According to the Rockeliller Foamdation™s Americen Worker Survey, Americans are

soncemed about baving access o health core amd pensbon beneliis, and they are sbout
thiree tienea mane likely lﬁ!‘ﬁﬂlljﬂbﬂﬂmhmll:mlndtpﬂﬁmrﬂuﬂun
o that pays more.

Americans are seeking financial security after flirting with day rading, sk options, and house
flipping, Quasi-free market podutions nelyimg on inequitshle and ineffective o hresks have lost
mvach of their sppeal. Instead of t=x hreaks for a hecky few, the povermmest woithl ba telling all
wnrkers, “we'll thiow im the first $600, and the rast i= ap to you end yoor empboyer.”

Admittedly, Americass remain beery of govermment sobotions and coenvinced that retirement is
unafforlable. The GRA plan addresses these concems shenugh advance funding, sharad
employer-empleyes confrbunoms, axl 4 nosmse-neutral reallocation of govermmend subsidias.
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Thits, it is imgertant i caphasize that te GHA ples would not incresse the fedeml deficit and
veould regnfoeoe: the link between work aml petiremens benefite, encoesaging peaple o work
loager.
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defized benefit pension plams, individual seosmts like 000k and [hA3 are not insslated from
the effects of economic doweboms, sSnce assel markets lod o move pri-cyelicatly, In a
repession, participants me often forced to delay retirement, which has 2 spillower effiect on
uninploed wirkers as vecencies dhrisk. A recession is also Hkely io reduce contributions and
incremse beakages, and s fewd managers hine slneady eponsd an incress: s hardship
withdreoals and loass.

The mole of howing s o comdst io ssvings and finsseial secority hes eroded os the hoosing
markel has. slursgped aed bomes have been el 8o specalative [svestenents or colloiem|
tor beans. Even ignoring the immedsate problems assocabd with sub-prime |cang and
fomachomunes, tv bong-tems trends = incroased maohility and hame equity withdrawals — paind s
it prisaber ngazd for more keak-peoaf and secure savings vebicle thes beasing, whioh represented
nearly 40 porcent al botal assets held by households, secoeding o the last Sarvey of Consumer
Finanoes conducted by the Federal Brserve. (That ligure may, ol courss, be somewlat ower
toadiy_)

[ woudd like 1o say that iff Auiometic [RLAs ane the ssawer, you e asking the wrong question.
The: question should not be, “haw cam we make & bad gystem & e bener,” bt rather, “how can
vee make sure Americens kave ndequmie and secure retinemont incomes after & lifetime of work™
The ansvwer, [ think, i3 the Guarsstesd Rstiremen Acooont plan

Bafiore [ conciude, | should add that one of oar stale aflifistes—the Economic Opporiunity
loestituce im Wishingion Sgate—has come op with an Awomatic IRA plan thes woukld be
wdsrinistered by o staie agency,” The [ratine hes workad closely wish hark bwry and other
mrvhilects of the Aulomatic IRA approach.

Haowever, the Washisgron Stme plan would do more to proiect waorkers than the current feadieral
legislation. Besides expanding coverage, the plan would keep costs down by, among cther
things, esing an existing administrative structure, poaling fmeds to take shantapge of econemizs
af seale, and negotisting fess with providers.

The plan is a step in the right dirction, but becmese it is designed 10 work within the existing
fiedesal framewosk, [ comeed cormect the failures of this system, such as the fact that R A=
omrrently fimsction meoms as g shalios for the wealthy than retirement vehicles for the rest of us.

* Informaiion shoi {niserod 'Welentary Beinenent Accounis i sveclable 8 the EOL schiile al
btipstwesrwr ssienline mpfwnhmgion_voluntry epluitily it ki
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Mr. EISENBREY. It is a plan that was produced for the Eco-
nomic Policy Institute by Teresa Ghilarducci, a retirement expert.
It’s a hybrid that combines the best features of defined benefit and
defined contribution plans, including steady and predictable em-
ployer and employee contributions, low administrative costs, 100
percent portability, and guaranteed lifetime benefits.

The GRA plan would deliver Federal subsidies to the families
who really need them, while insuring participants against financial
and longevity risk. It starts by converting tax expenditures for de-
fined contribution plans into refundable, flat tax credits. A tax pol-
icy center analysis of the GRA plan found that this, by itself, would
make 58 percent of taxpayers better off, and only 16 percent of
mostly high-income taxpayers worse off.

Unlike auto-IRA plans that focus on increasing voluntary con-
tributions, the GRA plan squarely addresses the issue of adequacy
through mandatory contributions, efficiency gains, and plugging
cash-outs and other leaks.

Workers not enrolled in an equivalent or better pension plan
would be enrolled in a GRA account, contributions equal to 5 per-
cent of earnings, up to the Social Security earnings cap, could be
deducted, along with payroll taxes, and credited to individual ac-
counts, though the funds would be pooled and invested together.

I see I am over my limit. I will stop. But we would love to
present this plan in greater detail.

[The prepared statement of Mr. Eisenbrey follows:]

Statement of Ross Eisenbrey, Vice President, Economic Policy Institute

Chairman Neal, Ranking Member English, and distinguished members of the
Subcommittee, I appreciate the opportunity to appear before you today to discuss
ways to expand retirement security. The opinions I will express are my own and
not necessarily those of the Economic Policy Institute.

Before I begin, I would like to clarify that the issues I plan to address are relevant
to all types of individual savings accounts, not just IRAs. The distinction between
IRAs and defined-contribution plans is often immaterial, because most funds in
IRAs were rolled over from defined-contribution plans, and some IRAs, like SIMPLE
IRAsS, are very similar to defined-contribution plans.

In recent years, the focus of retirement experts and policymakers has been on pro-
posals to increase retirement savings through payroll deductions into savings ac-
counts like IRAs or 401(k)s. The latest such proposal is the Automatic IRA Act,
which has been introduced with bipartisan support in both houses of Congress.

These proposals are designed to overcome behavioral obstacles to participating
and contributing to retirement accounts—by, for example, requiring workers to opt
out of a plan rather than opting in. The Automatic IRA Act, for example, would re-
quire any employer with more than 10 employees who does not have a retirement
plan to offer automatic deduction to an IRA.

The consensus is that this approach cannot hurt. The problem is that it will not
help much either. This is because these proposals do not make 401(k)s or IRAs a
better deal for ordinary workers, they just make it easier for them to put money
into an account.

These proposals are a distraction from the real problem, which is that most work-
ers have not been well served by the shift from traditional pensions, which are truly
automatic, to IRAs, 401(k)s and other individual savings accounts that not only re-
quire workers to sign up for an account, but also shoulder most or all of the cost
and the risk.

One might argue that the shift from traditional pensions to individual accounts
is simply a reflection of market forces. But tax incentives for savings accounts rep-
resent an enormous subsidy from the Federal Government, with little to show for
it.

There are three big problems with these supposed incentives, which Automatic
IRAs would do little to change. First, only households that owe income tax are eligi-



131

ble for the subsidies, the size of which also depends on the household’s tax bracket.!
Even if that were not the case, high-income households have more disposable in-
come to set aside, so subsidies would still disproportionately benefit them. Finally,
the incentive effect is weak or non-existent, since there is no way to ensure that
tax incentives encourage new saving.

The present value of tax expenditures for 401(k) and IRA contributions in 2007
amounted to nearly $135 billion.2 According to the Urban-Brookings Tax Policy Cen-
ter, roughly 70% of these subsidies go to those in the top 20% of the income dis-
tribution, and almost half go to the top 10%.3

These tax breaks are not just unfair, they are ineffective, because they mostly
cause wealthy households to shift savings to tax-favored accounts rather than in-
crease overall savings—thus the paradox that taxpayers are giving up more and
more revenue to promote retirement savings while retirement security declines.

Tax incentives are supposed to do more than lower the taxes paid by wealthy
households. They are supposed to help workers save for retirement. Yet enrollment
in employer-based retirement plans has remained stagnant at around 50% of full-
time workers. Due to inadequate contributions, cash-outs and other leakages, Fed-
eral Reserve data show that the median 401(k) and IRA account balance of workers
approaching retirement was $60,000 in 2004, not even enough to buy a $400 per
month annuity.*

The implicit assumption behind the “Auto IRA” (and “Auto 401(k)”) approach is
that the problem lies with the worker, not with the retirement options she faces.
But even in the best-case scenario—a participant who contributes regularly and
does not touch the savings until retirement—high fees may erode a quarter or more
of her nest egg compared to savings pooled in a cost-efficient pension fund.

Meanwhile, the worker is likely to be getting little help from the Federal Govern-
ment, due to an upside-down incentive structure that gives a wealthy family in a
35% tax bracket a tax break three and a half times more valuable than a family
in a 10% tax bracket, even if each family contributes the same dollar amount to a
tax-favored account. In other words, those who need the least help saving get the
most. Thus it is not surprising that only about three out of ten households received
a tax break for contributing to a defined contribution plan or IRA in 2004.5

These problems are compounded by the problem that individual investors feel
they must choose between low, fixed returns and gambling with their nest egg. Re-
tirement experts often bemoan the tendency of many 401(k) participants to invest
in money market funds, but it is hard to argue against conservative investments
when you consider that bear markets can last for a decade or longer. Other people,
of course, take the opposite approach, investing all their retirement savings in risky
stocks in a desperate attempt to catch up. In contrast, traditional pension funds in-
vest in diversified portfolios and pool the savings of people who retire at different
times, smoothing investment returns across generations.

Incidentally, the decision-making problem is not limited to those with little formal
education. Los Angeles Times reporter Peter Gosselin found several Nobel Prize-win-
ning economists willing to admit that they could not decide how to allocate their
retirement savings.6

Finally, even a worker who saves steadily and has good luck with investments
may outlive his or her savings. Theoretically, individuals can insure themselves
against longevity risk by purchasing life annuities, but an adverse selection problem
makes annuities expensive on the individual market, and people are often stymied
by the difficulty of choosing among investment products.

Some of these problems can and should be fixed. Congress has begun to address
the issue of hidden 401(k) fees, for example. But there are inherent advantages to
traditional pensions, because pooling allows employers or the government to insure
workers against most financial and longevity risks while taking advantage of econo-
mies of scale. Thus, the shift from traditional pensions to individual accounts has

1The Saver’s Credit is designed to address this problem, but most people with incomes low
enough to qualify cannot take advantage of it because they do not owe income tax and the credit
is non-refundable (William G. Gale, J. Mark Iwry, and Peter R. Orszag, “Making the Tax Sys-
tem Work for Low-Income Savers: The Saver’s Credit,” Urban-Brookings Tax Policy Center
Issues and Options, July 2005).

2 Office of Management and Budget, Analytical Perspectives, FY 2009 Budget, Table 19-4.

3 Leonard E. Burman, William G. Gale, Matthew Hall, and Peter R. Orszag, “Distributional
Effects of Defined Contribution Plans and Individual Retirement Accounts,” Urban-Brookings
Tax Policy Center, 2004.

4Survey of Consumer Finances, as cited in Alicia H. Munnell and Annika Sundén, “401(K)
Plans Are Still Coming Up Short,” Center for Retirement Research Issue Brief, March 2006.

5Burman et al., 2004.

6 Peter G. Gosselin, “Experts Are at a Loss on Investing,” Los Angeles Times, May 11, 2005.
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increased administrative costs while saddling workers with risk that would be easy
to insure against in a group plan.

In other words, closing the retirement gap is not simply a question of increasing
contributions, but also ensuring that benefits are broadly shared and retirement
savings and income are secure.

We need a whole new approach. We need to replace IRAs and 401(k)s with some-
thing better. And though traditional pensions work well for large, stable employers,
others are not in a position to take on long-term pension liabilities.

Last year, the KEconomic Policy Institute asked retirement expert Teresa
Ghilarducci—who unfortunately could not be here today—to come up with a replace-
ment for the current system of individual accounts. The resulting Guaranteed Re-
tirement Account plan” is a hybrid that combines the best features of defined-ben-
efit and defined-contribution plans, including steady and predictable employer and
employee contributions, low administrative costs, and guaranteed lifetime benefits.

The GRA plan would reapportion Federal subsidies, which now disproportionately
go to high-income families, while insuring participants against financial and lon-
gevity risk. It would start by converting tax expenditures for defined-contribution
plans and IRAs into flat refundable credits. A Tax Policy Center analysis of the
GRA plan found that this by itself would make 58% of taxpayers better off and only
16% of taxpayers worse off, most of them in the top income quintile. And unlike
high-income households, low- and middle-income households would not fully offset
this increase in savings with dis-saving in other forms.

Unlike “Auto IRA” and “Auto 401(k)” plans that focus on increasing voluntary con-
tributions to savings accounts, the GRA plan squarely addresses the issue of ade-
quacy through mandatory contributions, efficiency gains, and plugging cash-outs
and other leaks. Like “pay or play” healthcare plans, the plan calls for all workers
not enrolled in an equivalent or better pension plan to enroll in a Guaranteed Re-
tirement Account. Contributions equal to 5% of earnings up to the Social Security
earnings cap would be deducted along with payroll taxes and credited to individual
accounts, though the funds would be pooled and invested together.

The cost of these contributions would be split equally between employers and em-
ployees. However, employee contributions would be offset in whole or in part
through an inflation-indexed $600 refundable tax credit that would take the place
of tax breaks for defined-contribution accounts and IRAs.

GRA accounts would be administered by the Social Security Administration, and
the funds managed by the Thrift Savings Plan or similar body, which in turn would
outsource investment functions to an outside provider. Though the funds would be
invested in financial markets, participants would earn a fixed 3% rate of return ad-
justed for inflation and guaranteed by the Federal Government. If the trustees de-
termined that actual investment returns were consistently higher than 3% over a
number of years, the surplus would be distributed to participants, though a bal-
ancing fund would be maintained to ride out periods of low returns.

Workers would be able to track the dollar value of their accumulations, the same
as with 401(k)s and IRAs. However, account balances would be converted to infla-
tion-indexed annuities upon retirement to ensure that workers would not outlive
their savings.

The result is that participants would be guaranteed a secure retirement after a
lifetime of contributions. A prototypical worker could expect a benefit equal to
roughly 25% of pre-retirement income after 40 years. Since Social Security provides
such a worker with a benefit equal to roughly 45% of pre-retirement income at age
65, the total replacement rate would be approximately 70% of pre-retirement in-
come, which is considered the minimum necessary to avoid a drop in living stand-
ards upon retirement.

The GRA plan gives workers what they want—a simple, fair and effective way
to save for retirement. According to the Rockefeller Foundation’s American Worker
Survey, Americans are equally concerned about having access to health care and
pension benefits, and they are about three times more likely to want a job that
guarantees health coverage and a pension rather than one that pays more.

Americans are seeking financial security after flirting with day trading, stock op-
tions, and house flipping. Quasi-free market solutions relying on inequitable and in-
effective tax breaks have lost much of their appeal. Instead of tax breaks for a lucky
few, the government would be telling all workers, “we’ll throw in the first $600, and
the rest is up to you and your employer.”

Admittedly, Americans remain leery of government solutions and convinced that
retirement 1s unaffordable. The GRA plan addresses these concerns through ad-

7Teresa Ghilarducci, “Guaranteed Retirement Accounts: Toward retirement income security,”
EPI Briefing Paper, November 20, 2007. http:/www.sharedprosperity.org/bp204/bp204.pdf
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vance funding, shared employer-employee contributions, and a revenue-neutral re-
allocation of government subsidies. Thus, it is important to emphasize that the GRA
plan would not increase the Federal deficit and would reinforce the link between
work and retirement benefits, encouraging people to work longer.

Current economic conditions highlight the need for a new plan. In contrast to So-
cial Security and defined benefit pension plans, individual accounts like 401(k)s and
IRAs are not insulated from the effects of economic downturns, since asset markets
tend to move pro-cyclically. In a recession, participants are often forced to delay re-
tirement, which has a spillover effect on unemployed workers as vacancies shrink.
A recession is also likely to reduce contributions and increase leakages, and some
{’und managers have already reported an increase in hardship withdrawals and
oans.

The role of housing as a conduit to savings and financial security has eroded as
the housing market has slumped and homes have been transformed into speculative
investments or collateral for loans. Even ignoring the immediate problems associ-
ated with sub-prime loans and foreclosures, two long-term trends—increased mobil-
ity and home equity withdrawals—point to a greater need for more leak-proof and
secure savings vehicle than housing, which represented nearly 40 percent of total
assets held by households, according to the last Survey of Consumer Finances con-
du(fted) by the Federal Reserve. (That figure may, of course, be somewhat lower
today.

I would like to say that if Automatic IRAs are the answer, you are asking the
wrong question. The question should not be, “how can we make a bad system a little
better,” but rather, “how can we make sure Americans have adequate and secure
retirement incomes after a lifetime of work?” The answer, I think, is the Guaranteed
Retirement Account plan.

Before I conclude, I should add that one of our state affiliates—the Economic Op-
portunity Institute in Washington State—has come up with an Automatic IRA plan
that would be administered by a state agency.® The Institute has worked closely
with Mark Iwry and other architects of the Automatic IRA approach.

However, the Washington State plan would do more to protect workers than the
current Federal legislation. Besides expanding coverage, the plan would keep costs
down by, among other things, using an existing administrative structure, pooling
funds to take advantage of economies of scale, and negotiating fees with providers.

The plan is a step in the right direction, but because it is designed to work within
the existing Federal framework, it cannot correct the failures of this system, such
as the fact that IRAs currently function more as tax shelters for the wealthy than
retirement vehicles for the rest of us.

———

Chairman NEAL. I am delighted to accept it.
Mr. EISENBREY. Thank you.
Chairman NEAL. Mr. Hardock?

STATEMENT OF RANDOLF HARDOCK, DAVIS & HARMAN, ON
BEHALF OF THE SAVINGS COALITION OF AMERICA

Mr. HARDOCK. Thank you, Chairman NEAL. I am pleased to
be here today on behalf of the Savings Coalition of America, a non-
profit organization that promotes efforts to increase personal sav-
ings.

For many years, the Savings Coalition has been a strong advo-
cate for improving and expanding IRAs. Chairman Neal, over the
years, you have been doing that, doing a great job at that also. So,
we urge you to continue those efforts to further improve IRA ac-
cess.

The GAO earlier today expressed concern that many Americans
who didn’t have retirement plans at work are not saving enough
for retirement. We agree completely. We need to reach more people
by getting more employers to provide access to IRAs through pay-

8 Information about Universal Voluntary Retirement Accounts is available at the EOI website
at http://www.eoionline.org/washington_voluntary_accounts/voluntary_accounts.html
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roll deduction mechanisms that have been proven effective in the
401(k), 403(b), and 457 plan models.

The best way to succeed in encouraging more small businesses
to provide IRA opportunities for their workers is to give them un-
derstandable, low-cost, low-risk alternatives. The creation of the
SIMPLE IRA was a major step in that direction. The use of the
SIMPLE IRA continues to grow.

Just yesterday, the Investment Company Institute released data
that showed that 2.2 million individuals participated in over
500,000 SIMPLE IRA mutual fund plans in 2007. The important
statistic there is the continuous and steady growth in the adoption
of SIMPLE IRAs since 1998, with a 10-percent increase in partici-
pation just last year.

So, the growth of SIMPLE IRAs has been something that is actu-
ally pretty impressive, but there is still much, much more to be
done, as the other witnesses have said. We need to find ways to
give people access to retirement saving in the workplace. Our mem-
bers say that the reasons that doesn’t happen—while there are
many, there are four major reasons: cost, potential employer liabil-
ity, the absence of incentives for small business decisionmakers,
and the lack of employer education.

We suggest four changes that we believe would enhance the
availability of IRAs in the workplace. First, we need to give em-
ployers comfort that they will not be exposed to costs, administra-
tive burdens, and potential liability if they set up an IRA savings
program at work. Many employers simply will not establish payroll
deduction IRAs if they even think they could become subject to the
full range of rules and regulations under ERISA.

The Labor Department has published helpful safe harbor comfort
for employers, and we believe that needs to be expanded to clarify
that employers can actively promote the idea of IRA savings in the
workplace.

Employers should also be allowed to automatically default em-
ployees into a payroll deduction contribution, unless the employee
affirmatively elects not to do so. Chairman Neal, Mr. English, your
legislation to promote those kinds of defaults is something we hope
to work with you further on.

The second major change we recommend is making SIMPLE
IRAs even simpler, as proposed by Representative Kind, along with
Representative Hulshof and Representative English in H.R. 5160.

Changes that would improve SIMPLE IRAs include: allowing
small employers to move mid-year from a SIMPLE IRA to another
kind of retirement plan; eliminating the restrictions on rollovers
from SIMPLE IRAs into other retirement plans; and conforming
the unique complex penalty tax provisions on premature distribu-
{:)ionsdfrom SIMPLE IRAs to the same rules that apply across the

oard.

The third type of change that we recommend involves creating
incentives for small business decisionmakers. Right now, small
business employers have no tax incentives to make IRAs available
to their employees. Representative Kind’s bill, your bill, Mr. Neal,
would encourage employers with a startup credit for new plans,
and would allow small, one-time tax credits for each employee that
actually signs up.
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We also note that the complex TRA income eligibility limits dis-
courage IRA participation across the board. They have for years.
Without those complex limits, we would see increased savings
among all income classes, and we would see many more small busi-
nesses deciding to set up IRAs for their employees.

Finally, we have to do a better job of educating small employers.
We believe the IRS and the Small Business Administration can
provide better information and education to small employers about
providing IRA savings alternatives. At the same time, the IRS
should be providing additional information on the availability and
advantages of the saver’s credit.

In sum, we can get more employers to offer IRA savings opportu-
nities to workers with simple, low-cost, low-risk alternatives like
those I have described. Enhanced retirement savings incentives
like these are the most effective investments we can make, as a na-
tion. Thank you.

[The prepared statement of Mr. Hardock follows:]
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Simesnent o
The Saviems Conditicn of Amenca
LS. Mouse Ways and Meams Seloct Revene Messures Sobomemnitbes Heaning on the “Role of
Individual Belrrement Accounts ([ A=) m O Retmement Systen”
Jamee: 263, 20008

G mosniing. My same is Randy Hardock. [am the managing pariner ol the
Wishington, 0.C. Law T of Dhivie & Honman LLP. ©heve been involved in retirement savings
izsues in Washington for over 23 yiars, inelidisg ssrvies i Tax Counse with the Seate
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Treasury [rom 15993- 1905,
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has lod the way. We asmmmiened (he swssbers of this Sohoommiites for cortinuing effons 1o
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employwes Smough the workplecs.  Ous restisnomy touckes primarily on palicy changes related
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optn for their employvees will also be importan),
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I TR A5 are swe of the most seccevsfind seechamisme G building retiressmt secuni

created the traditional daluctible 1RA (o 1574, Since then new types of 1RAs
have cvelved and the eligibelity sed contribution mles have o albined siveral s In 1975,
Ciongress establisbed the Simplifial Emploses Penston (SEF) IRA - an employer-based 1RA.
Beiwecen 1962 pind 19490, Congress made the traditional [RA “universal” by’ allowing a1 wockirs
under age T4 bo make tax-deductitle [RA contrbations. Beginning in 1987, Congress
wlimimatisd th werveraalsy of tx-deductible TRA contribtions, but permetiad woroens masting
certain incomse limits bo make soch contributions even iF they were coverad by employer-
spunsered ritirement plars, In sddition, after-tax, or reedeductible, contributions wers
penmitied. In 566, Congress atdal the Savings eentive Match Plan for Employess (the
SIMPLE 1RA), #n adconnl targetad 1o srall besinesses and also increased the permmitted
comiritiation to spousal IRAs. Congress fother expandd the menw of offerings again in 1557
with the Rioth IR and raised che income Bmits for [RA comtrisation deductibility. n 20401,
Coegress maised contribution Hmits for [RAs and thas provishons permanen in the 2006 Pensioa
Pritection At

Today, e [RA spccessfully fulfills teo primary functions. Ome is W give individuals
coverad by recirement placs al work an apportaaty o save for retirement an their own i fax-
defiermed acenuntz. The other is to provide portatlity for retirement assets by gving metiring
warieers o imdividuels chamging jobs & meass bo presiryc employment-hased retirement plam
savings by allowing Thess w0 transfer, or roll over, plan balances into IRAs.  The 1A has been
tresnendously socoessful in serving both of thise intanded peeposes, Az aoted by the Gal
repord, the estimatid $3.5 willion held o 1RA5 in 2004 exceeded the estimatod assets held in
empleyer-sponsored defined coniribution plans (326 trillioa) s s defaed bemefit plass (31,9
trillion).

bl Fpai

DL B R Py
et e o sl [

Efforts eontinos ty further expand the utilizaton of the IRA by merging ancess to [RA
scoomis with the advastages of savings in & emplosmen|-ased setting, inclading especially
grentes ulilization of payroll-deduction meshmedsme thal have proven effective. SDMPLE IRA
uiilization, i panticalar, has groen seadily over the years. As refleated in Figures | and 2,
bekow, a saphe vy by e Ievestiment Comsgany [estitute thes was relessed surlier this week
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indicates that at year-end 20T, al et 2,204,900 idividusts panticpabed in over 505,706
SIMPLE IRA plans, and that the number of such plans and the mentber ol particgants his
irrereasnd cach year smee 199!

Dera on pevroll-deduction IRAS is oot readily avalable, a8 imdscatal by the GAC), Sull,
Tiitaneaal (sbinitions that pre memkers of the Bavings Coalitson roport ancodatally that meletively
ferwe smaall emplosirs have sdopriad payrall-deduction [RAs for the rensons autlized helow.

1L Bawriers stil! exint thar diveourage smal! smplapery from offising saploper-sponsared
TRy and paprofi-dedweton FEAs o employees.

1R As ehready offir oo of the easest ofpsors for small ewgdoyers to proveds savings
vehicles to their employees. SIMPLE [RAs and SEPs offiz somewhal steeambinsd rales which
ke {1 easier for employers g offer theose plaes relative to the costs and burdms assocaled with
400k and similar arplaver-sponsored pliss. Offersng payrodl-dedoction IRAs cen be an even
bower-cost aption fior small employers, becinse they do nol involae employer contribations, thiy
rnprose only minor finsscial repoming requirenents oo employers, end they allow emplogéns ta
selest a single TRA peovidis (o et employess select their oun provider). Cumently, payrall-
deduction 1EAs also heve fewer reguirements for empleaise communicilices th SEF or
SIMPLE IR Az, and they do not subject empbovers fo cerfain fiducary respansibilitie: and
recuincm s that apply b enployer-sponsonsd pessions under Tidle 1 of the Employes
Reetirement Income Seconty A of 1974 ("ERISA™).

Althisigzh thiz grpwth of SIMPLE [RAs Bas heen Impressive, there remains & huge gap in
employers providing sey type of employmienl-bassd retimeninl sEvings aphos '.I'|I¢ TERE0nE e
sy, bt h'ﬁﬂi*m_ihumlmu. i £ : _

unplu:.-'u::-m]lkn]:.'in 'p:mmdtlnlrll'lll.l:_'.' ane mm%lhm they are not at risk of

cnigendernieg liwsuiis, having 4o deal with enerous govemment reporting or negulation, or
exposing himrselves o he posential for penerming n new source of employves complaint=

There are n ke of bamiens that cummily dissowrge small employss from offeing
erployer-sponsored [RAs of paveoll-dedociion IRAs. The most important mclude:

» Admusnstrabve cost o small busingsse:,

+ Concems over potential liahility;

= Inasdequate incentives for decsion-sakers and

» Limzdted employer mnd anployes snlerstanding of sugloyer-sgponscred 1RAs and
payrodl-deduction [RAs

The combination of thess barmers discourags many emglovers from providing 2ecess 1o ILAS for
thir employees, thes limiting the effectiveness of IRAs in father fecilsfsting relivamen] savings.

1 Ser Devesmeny Company et Sru}q_fai:p.qu"ﬂnhrﬁﬂﬂn‘Fmdﬁmeu
sarvey of Tims reproseniing 75 peeei of o SIMFLE ¥ 4 10Ty
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ot Barriars — The adnvinistrative cost assoeistad with setling up and managiceg payrall-
dedaction [BAs mey be a particularly high hurdle for many small employers without elecironic
pavroli sysiems of wha do not cutsource payrall functione. Without electronsc payredl systams
aor & refisble cutside provider, small emplovers are subjected to bigher mimagemend costs if they
offer payroll-deduction [RAs, Costs s also in el by the mesber of employees
peaticipating and the numiber of IRA providers to which an employer srost renit contributices oo
hohall of e=ployees

Liatiline Coneerws = Ancther barier to widsspread estahlishment of paymell-deduction
IF.A5 i5 the concern of employers olberwise st subject to ERISA that they will becooe subject
to ERISA (lusary requirements by virue of effering payroll-deduction 1RAs. The
oof Labsor (“DHOL") has aleedy isssed helpfil guidesce on this Bsue m the form of Inserpretive
Bullelin 99-1 (10 C.F R, § 2500.69. 1), THOL claxilies that emplovers can sehoct a single [RA
provider for employses and provides their interpretation on whes empleyers ere mof subject fo
ERISA liduetary sesponsability. SEIl, many small employvers do not understend the s:opé or
mening of DOL's Interpretstive Bulletin. Some believe that codification and clenification of the
DAL "3 exsting guistance could reassurs mons enpliyers that they mey offor payrolHdeduction
RAs without bucomsing subject tn ER1SA.

Absemce of fecentives — Ancther roadblock o e adopiion of peyrell-deduction [RAs by
amall empliyvers s that there are no sddeal ax ipcetives for te employer that providis the
aption. This absenee is panticaledy importest in the case of smadl business decision-makers. In
practics, asmall business cwner {or a senior manfger of 8 small bosinessh Bas ne persosl
incentive bo establizh pasroll-deduction [RAs for emplovess, sinee that decision-maler can
obtain the idemical 184 mdependently an & mdividual basis. Moreover, For many etsall
husiness decision-makers, the [RA may odffer lisle tax advanings in any evenk, since complex
clipibitiy requirements make plaoeing difficult

similarly, there mre no employer tax sdvantages for offering a paytoli-deduation [RA.
With the limils e contributices to payroll-deduction DtAs muszh lower than those applithle to
SEP ped SIMPLE IR As, somes sl empdovers likely conclude that paynall-deadscticn 1RAs are
not worth e eifon aed resources required o etablish them. This & partsoularly true for
employers with & work foree fhal, 18 it Fegeesting retiremend smvings apliond, sspecally
cmipliyers with relatively koo wage waork feroes,

Lagk of Emplover Bducartion — Finally, many small employers do not knesw aboul the
advantages of payrall-deduction [RAs ar even that thiy exist, R has izsesd educational
palerials regerding payroll-deduction IR Az, bt in spite of DOL's efforts, many employers ane
still eeawary that payroll-dedoction TRAs are available or sl employer contribations are not
roguired, More needs 1o be done bo make offering [RAs an attractive, bow-casl opton for
emplovers and 1o educss emplovers about bow payroll-diduction and eter [RAs work,
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W, Adidisg new bredens er comeerny comlad b counterprmictive, slvourapimg vl
eamplipers from offerimg TRA smimgs opioms for their cmployess,

The GAD repart recomssnds that Congress coesider requiring penn &eticis by DOL o
incresse the direct oversight of payroll-deduction [RAs. While we feel thal additiosal dits on
pearul-deduction IR As would be helpfil in analyzing the cole of these [RAs in our retimement
system, we strongly discourage aery increased oversight o regulation st would iegoss: new
hupdens on small emplovers or otberwise descusge them fom making [RAs mvailable v ther
omployoos.

For cuample, impoaing reporting roquinéments an emplovers meintzining payroll-
decuction [FLAs would iwereise costs for 2 the emplovens olfizing those erangemeses when the
sime datn could be obtained through simpling medhads that are Less intrusive, Samilary,
extizding [H."5 jurisdictional reach o paymall-deductinn IR As coubd sobject these plans &
ERIZA regalatm and would drive employers awey from offimg thase Dgss o armangemenis.
Wee nose that Congress has long recognizid that small employers historically ave Gilisd v
pravidy reficesent armangersents for their emplovess begse of te administrative costs and
burders associntad with estahlishing and mainiaining such scrangemets

We s belizve chat the Emiemal Revenue Servace should be encouraged to share svailable
imformation un these and otiver TRAS with DOL without requiring any additioned informotion
ficmn esnpligers, as GAD recommendal. The ntemal Revenue Service already collecs
considerable data on [Rds and dhat showld bo made avelabsbe te DOL.

IV,  Pelicy changes it world remvove barriers and increase incemtives for small smplapers
a0 offer TRA savimgs sceers g0 freir emplapees

Thwere amé several legislative changes thal wouak] make il essier pad more attractive for
emplovens withoul aceess K anpkyer-sporsored relirement plans o confribute 1o [RAs offered
by small employers. As noled abov, it is mmpaniant that begislation lessen the cxisting harriers
that discesrape small emplovers from offering mpliyer-sporroned [RAs and payroll-deduciion
TBLAs o emplovess, This can be accompished by smplifying thise anman peents and helping
amall esnployers make thom avadlable a1 & lower cost and with less risk of emploves complaling,
Teweasts s addithonal govemment regalation,

Codiflaation of I feterpreiivr Bellotn 000 < Incorparating DOL's Tnlerpretive
Bulletin %2-1 into sterme or by samo type of legislative reference could cause mone employers e
consider offiring IR.A svings socess to ther employess. That Inserpretive Bulletm provides
amall employers with impartant safe harbor relief from ERISA Title 1 for paymoll-deduction TRA
proegeans it gutisfy certain conditons. Howiever, mimy sl emplayers do nat have an
understanding of wial an lnperpretive Bulletin is and bow much neliance can be placed on DOL's
{nterpreiation.

* g, e, STAFFOF 1T, Cobikd, 404 TastaTion, 190 Coeg,, GEMERAL ExeLasa TI0N OF THE Tax BEroas ACT or
1986 &6 [Conn. From 18T
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At the zame time, this sali barbor relief shoakd be fumther dlarified o give seall
exsployers (and finomeial imstivations) greater comfio wed flexibility to promote such programs
without fiar of being subject io the requirensents of ER18A Titks 1 hat appdy to employer-
sponsored pensions. Similarly, enployers should be given comfort thal inspleentiog o peyroll-
dedaciion mechanismn thm setomatically defaule workers ingo contributing o mn TRA will md
sulyject the empleyer and the prangement 10 ERISA Titke [ fequiresvents. Our experience with
A0k and similar retirement plans confirms that default enrollimen <in ineeise reigemest pla
participation sipmficanily, We eomimend you, Chairmen Meal and Mr. English for your effons
i promibe defoalt enrnliment through IRAS amnd we kool forward 1o warking with you on those

proposals, .

Making SIMPLE JRAT Simgpler — Dhic retent (enpmovement with respect to [RAs that win
originated in part by this Committes was the creation in 1996 of the Savings Incentive Maich
Flem for Employecs, or SIMPLE IRA.  SIMPLE IRAs are smacgements thal menge the
flexibility and attractiveniss of the 1A wiih o more limited employer robe that has proven
atfesctive i seall businesses. Finding wayvs 10 fisrther stresenline and imgprove omployes acocss
and participation in retirement plans through the workplace, including SIMPLE 1B.As and ather
payrodl-dedustion ssrangements, shiould b one of the next areas thal Congross sonsiders as we
continue to better essist Americans in preparing for a mane seoure refiroment.

Siill, SIMPLE [RA nales shouodd be made simpler. Chatges that waald make SIMPLE
1B Less complicated and mors aliraciive include elioninating the current [aw ndle profobiting a
snad] employer from makicg a mid-year mave Trom & SIMPLE [RA plan to another retirensend
pilan, ulimananing the current lonw restrictians on rolloviss from SIMEPLE 1RAs te treeditional [RLAs
and quatified plans, md Jowering the penalty tax on premaiure destributions fom & SIMPLE 184
%o that whach applies under all other qualificd rellrement savings vehicles. These champes an:
incladed in H.E. 5160, The Small Businesses Add 'V akos for Emphoyees Act of 2008, which wes
introduced by Ripresatative Kind, dlong with Represertatives Hulsbol and Engligh, on Jamary
T, MOE.

Cryating decestives for Decision-Mmbers — Small emplogers sl mare incentive o make
TELA = availabde s their employess. They need incentives o educaly ther emplovees o e
benefits of wwing 1R.As %0 sive for retirement mnd encourape employers %o coatniate s TRAS,

A reasonable star-up tex credit for small emplogrs, like that which is avelable on 2
Terger scabé for ofber argloyers, would help encourage small amplyers 6 establish and offer
1BLAs to emploryees. T this regend, HLR. 5160 would provide & start-up coedit ogual b 50 pirgail
aif the siarf-up cosis for mew plans and would allow for o one-time $25 tax oredit far each
omployes who eniedls i the savings program.

In odditicn, H.BL 5160 proposc (wa new fentures that are designed to encoumpe mecs
ammall nployess o sponscs a SIMPFLE. One featurs is g ierease in the SIMPLE [RA
contzibution linti 1o b o par with the limit for other defined coniribuiios plans such as the
2014k, [n addition, emplovers wha apomsor a SIMPLE would alsy be able to ki additom]
copcributions tn their employees “acrass the boand.” Currenily, employers are limited o ether o
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2 percent nom-elective contribestion or a 3 percenl siching contribution. This added fealurs
wanld provide ssore fexibality withoul meressing cémpletily,

Still, many small emplosiéns sl feman unwillizgg 8o adopt payroll-deduction 1R.As
hecanse the current incoene eligibility lirrils and phase outs ofien make tee (A an unceriain
option Bor siall busizess decizion-nakers. Today, eligiility for traditceal dedochle TRAS,
Ruodh [RAs and spousal [RAs &an be determized only after the taxpayer wicks theough & cosaples
faze of eligihility requirements tat include 3 wimely of inoomwes lmitations md phase-ouls.
Which ol the virious elighility limits applies depeends, in part, oo e type of 1A the individue]
wishes to establish and wissether the individual for the individual®s spouss) sctively paricgaics in
certain types of employment-besed retinamiat plans.

Ewien with recent improsemeses, the foct remains that many middle-ingoee Amerdieans
are still not eligibde for a fully dedweclibie IRA, Although the Roth [RA was wisely made
avsdlidde o a hroader segment of the populastion, the applacation of income limiis on Both TRAs
remains dezinsental, The cument incoere lmmits also impose o seme marrige pesalty on cerin
couples. ‘To mekoe matters worse, nsny small busisess pwners do not know thear imeorm it
the end of the year, meicing [RA eligibalily uneertain in pdvance s from year o year.

In s, e ciorid [RA cligisality lemitations (which were initizlly imeluded fn the Tax
Reform Act of 1986) do far mome harm than oo, Thoese |isnitations substantially impair the
potentisd effecsiveness of [RAs as » savings promoter and should be repealed. They also actas
substantial determend 1o the establzshment of payroll-deduction [Ras.

O engeerience bas shown thet the people whi ane hirmed maost by the incomes limits o
not the wealthy, To e by wealthy, the relatively small R4, tax advimtage does Hitthe fo effect
their overall tax burden.  Thae people st are hamed hy the income limits are thase whi are
sluck in the middie. These are peaple who do nol necessnily have sophisticated teax planners
and secounlants piving them sdvice. They will onfy proceed in commilling User money B0 an
[BLA BF thery ame confidimt thst they will pod get erippes up by the rules. Some of theae pample will
delay comdritations o make sae they willl gaalify, sl then later forget bo make the contribation
o1 spend he money before they get eround 1o making s contributicn. COthers ey qualify for
filll ar partial [RLA this year, bt 51 will not contribate because the contriation pemiial (e
year is ioo small, or bocase they asstie they wien't qualify in the futuee and they des’t want s
sivnt coniributisg if they are oot sure they will be able to coatinne the process in fotre years
Bl odbaers s comifsed red believe they may have to withdraw the funds [ their inceme goes
up in the Gatume.

The end result of tday's complicabed limils on TRA eligibilizy i thes contriburions are
noi made by many ol tase who e technically eligibde Cor partially eigiblep wnder e roles =
given venr. This sime chilling effez his Bee in effect since Congress origimally mposal
income Himies ce deduceible 1RA eligibility in the 1986 Tax Reform Act. Before that the [RA
was avadlabie 10 all Amesicass with eamed income. The yesr alber the ineame limits on 1RAz
went imin effect, contribations by those who remained eligible dropped ba 40%.
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Ruestoring universal IRA ¢lgilsbily -- ghe rule that wos in effect before 1986 — would help
all Amenicomes so save more. By eliminmting the compdexity i the cumrent nades. Amencons will
b prcsiritid with a consssient and understsndablo pro-ssvings missage — b clear consensus path
o Tollow tomrand etireinent security. That messege will be reinforeed by the pentral psdia,
financial press, firancial plannems, and wond-of-meuth, As fuxilies gain confidence i the
retireitbent gavings vehicles gvailable to them, more and mane will eominit 1o the consersus path.
Withoot the samplix innie it we would see increased savings among all incame clisses
We would also see nore small business decison-iakets who wonkd be willing o offer IR As

through the workplace.

Educatng Small Emplopery - It i3 il tawesgh bo remove the barriers that small

emplovers face 1o offering TRAs to ther employess. 1t is erastal that poareness by smadl

and their anpbovess of the availability sod benefits of SIMPLE IRAs SEF [RAs, and
payrall-deduction IRAs be mcreased. In Wkss repand, the Interval Revenue Service and the Small
Business Adsninlstratinn can provide irvabaahle information smd education 1o small employers
and employees on thise redireiment savings oplbons. AL the same time, They shouk] be providing
additiomel mformation on the availability and sdvanmpes of the severs credit for their workers.
W wrge et they ke directed s do so es part of their normal snsl] business complisnce cutreack
edfforts

* L W L =

In conclusion, 1R.& & ane @ umiqiely poaiiicned 10 address the concerns raised in the GAD
repan thie many employees of small emplovens wh lack e o enployer-aponsored
retiremnont svings plans e sl adequesely seving for their retinement. Wi believe thas these
emplboyees can improve Beeir relinemisd snangs in angloyer-provided [RAs and payroll-
daluction [RAs throagh policy changes like tose dissussial alsve fhat peovide & simple, ko
ot kow-risk option for smployers,

Exlanced retirement savings incenlives are the mos effective investmenss we can makoe
a5 a nation, These (vestmenis will pay bock many times over in meemsad reliresent securily
for Americans, a stronper ceonomy, and & redoced dependence on govemment resoures by
Asnericans during their retiroment.  For these redsors we uige the mesnbers of this Comemittee bo
cantinee your affoets to expand access to 10As through the workplace and to strengthes TRAs
averadl,

e agen, the Savings Coalition commends this Sebeomedties on the leadership
historically ks shown on retirement tssues. O behalf of the Coalilion, 1 warald Nke o thasdk the
mesnibers of this Sobcommitiee for your tiere and consideration of this important issue
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Chairman NEAL. Thank you. I thank all of the panelists.

Mr. Estrada, you testified about the interactive effect of auto-
IRAs and the saver’s credit. It’s come up a number of times in this
panel’s presentation. Can you explain how this would work?

Are there suggestions that you might have for improvement?

Mr. ESTRADA. Yes, Mr. Chairman. I'm sure Mr. Iwry would
have something to say, as well.

I think the first thing is we all understand the under-utilization
of the saver’s credit. In fact, it occurs because it’s most appropriate
for people of lower income, of lower earnings. Therefore, what hap-
pens is that we don’t—those are the very individuals who are not
saving.

So, the interaction between these two is that the automatic IRA
would provide a savings that would take place, and then that sav-
ings would now become part of the abilities to take advantage of
the saver’s credit. So, these two would then increase the number
of people using the saver’s credit, and I think, most importantly,
give us a whole new group of savers that need to be those that can
take advantage of this program.

Chairman NEAL. Any other panelists? Mr. Iwry?

Mr. IWRY. Mr. Chairman, I would entirely agree, and add that
the Emanuel Ramstad bill to expand the saver’s credit would do
even more to provide incentives to save for the people who really
need those incentives the most, essentially beefing up the saver’s
credit by making it refundable, by making it depositable to the ac-
count in which the person saves, such as the automatic IRA, so
that the credit is actually saved, automatically, and by simplifying
it and extending it to more of the middle class.

Those are attributes that the proposed saver’s credit had when
it was first proposed by the Treasury Department, but were cut
down in the legislative process. So, that would further enhance
both savings and 401(k)’s to which it would apply, and the appeal
of the automatic IRA.

Chairman NEAL. Let me follow up with you, Mr. Iwry. We have
heard some concern that IRAs should not displace 401(k) plans,
which are more effective retirement vehicles. But you also argue
that auto-IRA programs might actually spur growth in these other
employer-provided plans. Can you explain your graduation theory?

Mr. IWRY. Absolutely, Mr. Chairman. Your bill really has, in a
sense, two goals: one direct, and one indirect. The direct goal is to
use automatic payroll deposit to IRAs to extend retirement savings
to tens of millions of people who don’t have it now.

But the indirect goal is to actually encourage employers to adopt
401(k)’s, SIMPLEs, other plans that involve employer contribu-
tions. It is designed to bring employers into the system who are
currently not willing to adopt any of those plans, either at the be-
ginning, when an employer realizes that it would be offering pay-
roll deposit to its employees for the first time, to give them the op-
portunity to save on a tax-favored basis, or after a year or two of
experience with that.

There is every reason to expect that a significant number of em-
ployers would realize that jumping up, stepping up to a 401(k) or
stepping up to a SIMPLE IRA would be easy and to their advan-
tage, that their employees like tax-favored saving, that the employ-
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ees value the employer’s role in making that available, and that re-
cruitment and retention of valuable employees is enhanced by the
sponsorship of a plan.

That is why a number of the entities, people who market plans
to small employers, have found the automatic IRA to be a very
promising way to actually expand 401(k) formation.

Chairman NEAL. Mr. English?

Mr. ENGLISH. Thank you, Mr. Chairman. Mr. Iwry, I wonder if
you could respond to the point raised by Assistant Secretary Camp-
bell in his testimony, which I believe you may have been here to
overhear, making the—raising the concern that under an auto-IRA
model, it isn’t necessarily clear who would protect employees from
excessive fees, potentially dangerous investment decisions, or other
challenges.

How would this concern be best addressed, and how can we
work, legislatively, to ensure that workers are protected in these
types of plans?

Mr. IWRY. That is a very appropriate and important issue, of
course. There are a number of ways in which the bill already takes
steps toward that.

Number one, an employer is required to remit employee contribu-
tions to the IRAs, just as an employer is required to remit income
tax withholding, or other payroll taxes to the appropriate Federal
tax deposit institution. The IRS would have authority to impose
penalties, under the tax system, if employers did not remit employ-
ees’ withholdings.

So, there is a mechanism there. Of course, one would expect that
employers would comply, and that these penalties are not intended
to be imposed, but just as a deterrent, and as something to give
employees the comfort that I think you’re alluding to, that there is
an enforcement compliance mechanism.

With respect to the investment, there would be a default invest-
ment similar to the QDIAs, the qualified default investment alter-
natives, that Brad Campbell and his predecessor, Ann Combs,
oversaw in the Department of Labor regulations. They have had a
huge impact on the market in the 401(k) world.

Those kinds of default investments that are essentially standard-
ized, asset allocated, have proven to be very popular, both with em-
ployers and employees. The bill contemplates that a similar ap-
proach would be taken, that there would be a prescribed kind of
default investment, flexible enough so different financial institu-
tions could provide them, but sufficiently uniform that we would
have the comfort that they are reflective of good policy.

Mr. ENGLISH. Thank you. Mr. Hardock, you mentioned that one
barrier preventing more employers from offering IRAs is that many
Americans are not eligible to contribute to IRAs under current law,
and that eligibility rules sometimes can be complicated.

Could you provide us with more details as to how eligibility, in
your view, should be expanded, or made simpler?

Mr. HARDOCK. I think it’s very important, and the Savings Co-
alition has long supported universal IRA availability, that every
American should have the same access to the IRA and the tax ad-
vantages of the IRA.
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If you look at the current contribution limits on deductible IRAs,
they phase out for single individuals between $53,000 and $63,000;
for married couples, $85,000 to $105,000. But if you want a spousal
IRA, the phase-out is—kicks in at $159,000, and starts to phase
out over a $10,000 range.

The Roth IRA limits are different for single, for couple. There are
marriage penalties in some of those limit phase-outs. There are not
marriage penalties in others. The list goes on, on how complex it
is for people to determine where they’re going to be during a year
when they may not even know what their income is, and it makes
it very hard to make that IRA decision.

Mr. ENGLISH. That’s an excellent point. Mr. Chairman, I think
this is something that, over time, I think the Subcommittee could
play a particularly useful role in focusing on.

Mr. Hardock, one of the barriers you’re bringing up, and you
have mentioned, is that the contribution limits to IRAs under cur-
rent law are, I gather in your view, relatively low. The advantages
of IRAs are sometimes outweighed by the hassle and cost.

You know, what else could be done to correct this situation?

Mr. HARDOCK. Well, I think the key ingredient, particularly in
the employer setting, if we want employers to do it, is to find ways
to keep the employer costs down to offer this alternative. Mr. Iwry
just talked about the importance of keeping the costs down for the
individuals also within the IRA context. That means the rules on
IRAs could be simplified, so there is less paperwork, less

Mr. ENGLISH. Sure.

Mr. HARDOCK [continuing]. That the financial institution might
have to provide, so they could even provide those cheaper. Those
are the kinds of cost issues, ultimately, that this comes down to for
individuals and employers.

Mr. ENGLISH. Where do you view—I mean, at what level do you
think the contribution limits to IRAs should be adjusted to?

th{. HARDOCK. Now, those are difficult revenue decisions. I
think——

Mr. ENGLISH. Let’s take it out of the revenue view. I am look-
ing at it more—what would be the levels at which it would maxi-
mize the benefit, from a savings standpoint?

Mr. HARDOCK. Well, from a savings standpoint, I think unlim-
ited IRA contributions

Mr. ENGLISH. Okay.

Mr. HARDOCK [continuing]. Would maximize the savings. But
many investments

Mr. ENGLISH. But are there some other policy issues that, apart
from just the question of revenue, that maybe could set—you know,
give us guidance here?

Mr. HARDOCK. I think that many have argued that the IRA
limits for people who don’t have access to employer plans may not
be adequate, and that those people maybe could use a little more
annual savings, if somehow you don’t have access to an employ-
ment-based plan. The IRA limits might not be enough. Those could
be increased somewhat, I think, going forward.

But in the end, it really does come down to how much it’s going
to cost. You know, there is the tension there.

Mr. ENGLISH. Yes.
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Mr. HARDOCK. That’s why they are where they are now.

Mr. ENGLISH. Now, Mr. Eisenbrey, you have offered us what I
think is the familiar critique from the left of IRAs. But would you
not concede that IRAs have been an extremely successful savings
vehicle for the middle class, and made a significant contribution to
at least current pools of retirement savings?

Mr. EISENBREY. No, I guess I am sorry, I can’t agree, Mr.
English. The——

MIi ‘}*]NGLISH. So, you feel they primarily benefit more affluent
people?

Mr. EISENBREY. They absolutely have. And——

Mr. ENGLISH. With the contribution levels?

Mr. EISENBREY. You know, when you look at—you just have to
look at this in terms of, you know, return on investment. Back
when, you know, we passed ERISA, and when you created the IRA,
the amount of savings by the average American, you know, was—
the savings rate for all Americans was about nine percent.

Mr. ENGLISH. Mr. Eisenbrey, that was——

Mr. EISENBREY. It’s now zero.

Mr. ENGLISH. There are a whole variety of factors that have
kicked in to the decline of savings rates.

Mr. EISENBREY. Absolutely.

Mr. ENGLISH. I think it’s really very hard to focus on IRA tax
policy as having driven it. What—I guess what income range would
you say defines the middle class?

Mr. EISENBREY. Well, you can define it—Members of Congress
often define it up to, you know, people earning $250,000 a year.
But the median income in the United

Mr. ENGLISH. Do you define it that way?

Mr. EISENBREY. No, the median income in the United States
is less than $40,000 a year.

Mr. ENGLISH. Yes.

Mr. EISENBREY. Half of all Americans in the work force are
making less than $40,000. So, when your policy concentrates on
raising the limits for people who can put away $20,000 a year or
more into tax-favored accounts, you are

Mr. ENGLISH. But what about those——

Mr. EISENBREY. You are leaving half of the work force com-
pletely behind.

Mr. ENGLISH. But what about those who have incomes that
vary, and will be in situations in 1 year to kick in $20,000, but not
in year 2, 3, and 4. What about the

Mr. EISENBREY. That’s a minority, it’s a very small minority of
people who ever have the ability to put away $20,000 a year into
a retirement account. Half:

Mr. ENGLISH. That’s true, except that there are some people
who are—who have a large realization, or will, through sales,
achieve a—you know, a bulge in their income. You don’t think
there should be a tax incentive for them to set aside money?

Mr. EISENBREY. I think that our policy has focused so much on
people who are in the top 20 percent of income, that we have com-
pletely lost sight of the fact that, as other witnesses have said, half
of the work force has no employer-provided pension at all. A third
of people will retire——
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Mr. ENGLISH. So, you still

Mr. EISENBREY [continuing]. With only Social Security.

Mr. ENGLISH. You still haven’t given me the income parameters
for the middle class, in your view.

Mr. EISENBREY. Well, you—if you wanted to take the middle
third of the income distribution, and say that was the middle, I—
if you took the middle 80 percent of the income distribution, the
middle class would end at about $130,000 of income in a year.

Mr. ENGLISH. So, you would say——

Mr. EISENBREY. That’s the middle 80 percent, just, you know,
taking the top 10 and the bottom 10, saying they’re not middle
class, everyone else is. You know, you would not be focusing on
people who could put $20,000 or more away a year into their retire-
ment account.

Mr. ENGLISH. Well, I have a feeling that probably ideology has
crept in here, so I'm going to turn this back to you, Mr. Chairman.

Chairman NEAL. But I think that you did raise a good point,
Mr. Hardock responded, Mr. Eisenbrey responded, and I think the
other panelists might have some interest in responding to the sug-
gestion that Mr. Hardock offered, and that was that we ought to
just take off any income guideline on the ability to contribute to an
IRA.

Mr. Salisbury, you seemed pretty anxious earlier to speak to that
issue.

Mr. SALISBURY. Oh. The comment I was going to make is that
the—Randy was mentioning the issue of universal. If you go back
to the 1980s, when they were still universal, even though at lower
contribution limits, is the complexity created within the system
drove the percentage of individual taxpayers contributing to these
programs from what was a high of 16.7 percent of taxpayers down
to last year, the last year we have data, 3.8 percent of taxpayers,
because of the absence of selling, the absence of clarity.

So, I mean, you get the irony. If the government wanted to have
the revenue loss be the same, except that it would be the same,
then you would get far more individuals contributing to IRAs, most
particularly low-income individuals, if you lowered the limit of
what could go in, but let anybody put it in, so that, in essence,
there would be a far more aggressive approach.

So, I think it’s really a matter of what the objective of the policy
is, and who it wants to be targeted at. There are ways, clearly, to
have more people create IRAs, more people put money into IRAs.
But like all retirement plans, very few individuals decide to do this
on their own. Few employers decide to do it on their own. It’s a
question of the level of sales effort made by the society, and by the
institutions. We have the social experiment, so to speak, 1981 to
1986, and we know the power of universality, even at lower con-
tribution rates, if one wants to balance the revenue loss.

Mr. HARDOCK. Mr. Neal, may I just add something?

Chairman NEAL. You sure can.

Mr. HARDOCK. As Mr. English said, we let politics creep into
this. I think Mr. Hulshof said it earlier. These issues have histori-
cally been bipartisan.

Chairman NEAL. Yes.
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Mr. HARDOCK. The issue of how progressive your Tax Code is
can be dealt with in a lot of other contexts, and it’s a difficult issue.
If you can keep that out of the pension/retirement debate, and keep
this on the lines of how do we get more people to save, then the
data that Dallas just showed, the 40 percent decline in IRA con-
tributions by those who continued to be eligible after the 1986 Act
went after effect, we can get more savings and you can get your
progressivity somewhere else, if that’s what you want.

But if you do it through the system, you get a hugely complex
maze of phase-outs and nobody knows where they are, and what
you get is paralysis.

Mr. EISENBREY. I think Randy would agree with me, though,
that the most important incentive is a financial incentive. If you
give a much smaller financial incentive to a low-income person to
save, that person is going to save less.

So, if you gave the same—and it has to be through a refundable
credit, as Mark Iwry was saying. But if you don’t give a low-income
person the same incentive, and you know, financial incentive, they
won’t be able to save as much.

Mr. HARDOCK. The saver’s credit was a huge step forward in
that direction, and I think there is that incentive part of it. There
is also the water cooler effect part of it, which I think gets lost
when economists talk. There is a buzz that develops. That is what
I think the auto-IRA is trying to do, and other things, also.

Chairman NEAL. Why don’t we recognize Mr. Iwry?

Mr. IWRY. Mr. Chairman, the first rule here, of course, should
be first do no harm. In thinking about the appropriate level of IRA
contributions, the related rules relating to the ability to contribute
to an IRA, the most important consideration I would suggest is
that we do nothing to threaten the employer plan system, that we
do everything we can to protect the 401(k)’s, the other retirement
plans we’ve got, the incentive to adopt those, including the SIM-
PLE plan, which I might note Randy Hardock and I originated
with our proposals when we were working together at Treasury
and Congress then enacted.

The rules for IRAs, therefore, have to be part of the ecology, if
you will, of the whole retirement system, set at a level that gets
universal participation through your kind of proposal, the auto-
matic IRA, but not at a level that would detract from the incentive
to sponsor an actual employer plan. Your bill is attuned to that
sensitivity, so that it would actually enhance that incentive, and
make it more thinkable for employers to take that step up and
adopt a SIMPLE or a 401(k), in addition to or after adopting an
automatic IRA.

Chairman NEAL. Thank you. The gentleman from North Dakota,
Mr. Pomeroy, is recognized to inquire.

Mr. POMEROY. I thank the chair. Again, just to echo comments
I made earlier about how much I am enjoying this hearing, I com-
mend each of you for your very thoughtful questions and leadership
in the course of this morning.

Let’s—I think that the data, just the data alone, is empirical. Re-
gardless of which way your politics takes you in terms of its inter-
pretation, conclusions you draw from it, it’s important that we mas-
ter the data here. Let’s start by understanding what has been hap-
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pening in the retirement savings world. So, let’s start with both de-
fined benefit pensions and defined contribution plans sponsored in
the workplace, and let’s look at this decade, what is happening.

My belief is that we have had some decline. Dallas, perhaps, as
the keeper of the data, do you want to speak to that?

Mr. SALISBURY. Congressman, we have seen a substantial de-
cline in proportion of individuals in defined benefit plans. That has
gone from about 28 percent of—with active participation, about
17.2 percent.

We have seen very dramatic increases in defined contribution
plans at the workplace, both in participation and assets, and we
have seen a relatively flat process vis a vis Individual Retirement
Accounts. The 3.7, 3.8 percent contributing to a deductible IRA has
been relatively constant. We have seen a growth in the number of
individuals contributing to Roth IRAs. That’s now up to about 3
percent of taxpayers.

In relative terms, as I noted, the percentage of taxpayers in de-
fined contribution plans on an annual basis contributing on a de-
ductible and/or Roth basis is about six times the number that are
contributing to Individual Retirement Accounts.

Mr. POMEROY. But is that defined contribution number holding
steady? The way I was interpreting current population survey data
was that there had been, actually, an increase—a decrease there,
also.

Mr. SALISBURY. It has—it flattened in the last 3 years, and is
slightly now declining, as it appears that the sales efforts have ap-
parently reached a saturation point. Now that automatic enroll-
ment is being put in place, we are likely to see, with data in the
next two to 3 years, an increase in the number of active partici-
pants, as a result of the defaults that were contained in the Pen-
sion Protection Act. Number of plans has actually slightly declined.

Mr. POMEROY. Is there hope for saving the defined benefit por-
tion of the marketplace?

Mr. SALISBURY. Very frankly, very little reason to think that
that will occur. Most of the new plan formation of defined benefit
plans has been so-called hybrid, or cash balance plans. They now
represent in excess of 30 percent of plans.

We are seeing some creation of hybrids by relatively small busi-
nesses that are using them because of the more advantageous de-
ductibility limits than they would have under a defined contribu-
tion plan.

We are seeing a rapid pace of even the nation’s very largest pri-
vate employers making announcements, including one that came
out of Boeing Company yesterday, that they are moving—where
they have the ability to move their workers from defined benefit to
defined contribution, they are doing it. Boeing has just announced
that earlier this year. Northrop Grumman announced that.

A small firm that’s been in the news lately, Fannie Mae, an-
nounced that within the last month. They will—Fannie Mae will,
interestingly, be retaining its unfunded defined benefit plan for its
highest paid executives, even though it will be eliminating it for all
other employees.

Mr. POMEROQY. Very interesting. Very pathetic, I might say.
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Mr. Eisenbrey, what do you think the—what is the circumstance
for the worker, as they move from having a defined benefit plan to
a defined contribution option, only?

Mr. EISENBREY. Well, they are clearly worse off. I mean, they
end up with an employer making less of a contribution, by and
large. They end up with more risk. They end up having to make
decisions that they’re not prepared to make about investments.

I am sure you read the story a few years ago by Peter Gosselin
in the LA Times, talking to Nobel Prize winners in economics about
their ability to make investment decisions, and many of them ad-
mitted that they, you know, weren’t doing a very good job, and had
trouble doing it. It’s not something that the average person is pre-
pared to do, to make, you know, wise investment decisions for the
rest of his life.

Mr. POMEROQOY. Yes. I haven’t seen the proposal that you ad-
vanced today. Do you—is this—do we just have to accept that, of
the 20 million that still have defined benefit plans, that that is
going to be a vanishing protection for them?

Mr. EISENBREY. Well, our proposal helps in the sense that by—
it takes away the incentive for employers to provide a 401(k),
which has led—it’s the 401(k), the existence of it, that has moved,
you know, so many employers out of the defined pension, defined
benefit world. I mean——

Mr. POMEROY. Well, the broader——

Mr. EISENBREY. If we hadn’t created the 401(k)——

Mr. POMEROY. We have had a decade of——

Mr. EISENBREY [continuing]. We would have way more tradi-
tional defined benefit pension plans.

Mr. POMEROY. But we have had a decade, though, of even look-
ing at wages alone, where middle class earnings have stalled out.
The productivity gains that our economy has made have been de-
posited disproportionately at the highest elevations of income, and
we have greater income disparity than ever before.

Mr. EISENBREY. That’s true.

Mr. POMEROY. So, I mean, I believe that—I don’t blame
401(k)’s for the demise of defined benefit plans. I believe that we
have got, basically, an economic trend that I believe has been facili-
tated by the policies of this Administration that has exasperated
income disparity by promoting the interests of the—those at the
{:)olf earning brackets, and doing very little for those medium and

elow.

Mr. EISENBREY. Well, I think that that’s true, but it’s a 30-year
or a 35-year trend. It isn’t just something that began with the Bush
Administration. I have to say that this goes back as far back as the
Carter Administration, that we started seeing that gap between
productivity and wage——

Mr. POMEROQY. I will accept that part. I want to get Mr. Iwry
in here with his perspective, as a former Treasury official. What is
your view of the marketplace, and what can be done?

Aside from your proposal to get the broader IRA opportunities
out there, what can be—is there something we can do to shore up
pensions and basically enhance retirement savings prospects?

Mr. IWRY. Yes, Mr. Pomeroy. There are a number of things, one
of which is to build on the work that you have done in the past,
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and that we have worked on together when I was at Treasury, to
expand the saver’s credit, to have a refundable credit that reaches
more of the middle class, that even, ideally, might be deposited into
the accounts in which people save, or at least they might have the
option to do that.

I also salute your championing of defined benefit plans in an era
where that’s becoming an increasingly lonely exercise. One glimmer
of hope I would offer there is that I think one of the cardinal vir-
tues of the defined benefit plan that you’re more sensitive to than
virtually anyone in Congress, I think, is, of course, the lifetime
guaranteed income, and the conversion to cash balance plans,
which has its—which, once done in a way that protects older work-
ers, so that it’s not unfair to them, and not too harsh a change, is
at least something that preserves the defined benefit plan in some
form.

That conversion also has a downside, which as you know, is to
take the traditional defined benefit annuity-oriented plan, and con-
vert it to the lump sum plan. The cash balance plan is the lump
sum plan.

But it does not have to be. The fact that the benefit is framed
as an account balance, and is almost invariably paid out in the vast
majority of cases as a lump sum, largely because of the framing
and the encouragement to do that, is something that I believe we
can work with. There are a few cash balance sponsors that don’t
pay lump sums. Very few. There are more who could, potentially,
encourage annuitization, rather than encouraging lump sums
across the board, the way they do now.

So, what I am suggesting is that, apart from trying to revive the
dying patient, we can at least do an organ transplant from the tra-
ditional defined benefit into the hybrid and the 401(k) space.

Mr. POMEROY. Yes, on the 401(k) space—this will be my final
question, Mr. Chairman, I appreciate your letting me go on here
for a minute—the—is there something we can do to get the 401(k)
nest egg annuitized, to provide—can we make defined contribution
plans act like defined benefit plans?

Mr. IWRY. Absolutely, Mr. Pomeroy, and that’s been the strategy
that I think, really, Treasury started promoting 10 years ago, when
automatic enrollment was first defined and approved and pro-
moted, almost 10 years ago to this day, in Treasury rulings.

The strategy is now playing out in the market. As we see, there
is a kind of a de-beatification of the 401(k), which has not, how-
ever, yet reached the pay-out phase. We have de-beatified enroll-
ment through auto-enrollment, we have de-beatified investments
through the QDIAs, default investments, and the market is now—
the industry is now, I think, exhibiting an extraordinary degree of
creativity and innovation in developing products designed to
annuitize part of that account balance in the 401(k).

I would very much look forward to working with you and you,
Mr. Chairman, and other Members of this Subcommittee and the
Committee. I know there are others on this panel and in this room
who would share that interest, to try to de-beatify that pay-out
phase as well, and at least encourage lifetime guaranteed income.

Mr. POMEROY. We are on the same page on that one. Thank
you very much. Thank you, Mr. Chairman.



155

Chairman NEAL. Thank you, Mr. Pomeroy. I want to thank the
panelists. This was most helpful. As you know, there was a pretty
good turnout here at one point, and a lot of Members of the Sub-
committee were here. Most importantly, I think, to determine the
level of interest, there were a lot of Members who are not on the
Subcommittee who showed today. I would predict flatly that next
year this is going to be one of the most important avenues of de-
bate in the congress.

So, I thank you all for your participation. Without any additional
comments, the hearing is adjourned.

[Whereupon, at 1:11 p.m., the hearing was adjourned.]

[Submissions for the Record follow:]

——

The American Council of Life Insurers (ACLI) appreciates the opportunity to pro-
vide our views to the Committee on Ways and Means, Select Revenue Measures
Subcommittee, in connection with the Subcommittee’s hearing on Individual Retire-
ment Accounts (IRAs) and their role in our retirement system. We welcome the in-
terest of Subcommittee Chairman Neal, Ranking Member English and other Mem-
bers of the Committee on this important topic. In addition, we also want to thank
Chairman Neal and Congressman Kind for their interest in this issue by intro-
ducing bills which address retirement plan coverage. ACLI supports efforts to in-
crease retirement savings coverage.

During the past several decades, Congress has taken the laudable steps of in-
creasing and improving incentives for employment-based retirement savings plans.
401(k) type plans provide a convenient and successful means by which workers can
save. To date, over $2 trillion has been set aside in these plans for retirement. How-
ever, more needs to be done.

It is estimated that approximately 75 million workers lack access to a workplace
savings plan. We are appreciative of those members of Congress who have recently
sought to focus the public’s attention on this issue and, in particular, applaud the
several Members of this Committee who have introduced legislation seeking to in-
crease workplace savings opportunities. It is in this same spirit of increasing retire-
ment savings coverage that the American Council of Life Insurers (ACLI) submits
this statement with respect to proposals to increase workplace savings coverage and,
thus, retirement security.

The ACLI represents 353 member companies accounting for 94 percent of the life
insurance industry’s total assets in the United States. Our member companies are
among the country’s leaders in providing retirement and financial security to Amer-
ican workers, providing a wide variety of products including annuities and pension
erogucts such as 401(k), 403(b), 457 plans, and Individual Retirement Accounts
(IRAs).

In seeking a solution to the problem stated above, clear empirical evidence has
shown that workers best save for their retirement in employer sponsored retirement
plans. Also, new automatic enrollment features have shown remarkable success in
getting workers to save. We believe retirement savings solutions should focus on
workplace savings and leverage the success of automatic enrollment. As Congress
moves forward in assessing proposals to expand workplace savings coverage, we
would urge that the following principles be considered.

e Solutions Should Leverage/Enhance Existing Retirement Plan Framework—Ef-
forts to enhance coverage should lead to more coverage without encouraging a
reduction in benefits to existing workers, i.e., done in a way to ensure 401(k)
plan sponsors keep their plans in place. Congress and the States role should
be to ensure that the laws support and encourage additional coverage, not to
compete in or replace the competitive market place of retirement plan products
and services.

e Expand Automatic Contributions Arrangements to Include IRAs—Employers
without a retirement savings plan should be permitted and encouraged to auto-
matically enroll employees into an IRA. Automatically enrolling employees in a
savings plan has been shown to dramatically increase participation rates.
“Auto-IRA” sponsors should receive the same level of fiduciary protection and
state wage law preemption offered to employers sponsoring eligible automatic
contribution arrangements.
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e Private Market Place Positioned to Support Coverage Expansion—The private
sector is fully capable of providing a diverse mix of IRA and 401(k) investment
products and services at market competitive prices. Employers will find a wide
array of products to suit employee needs.

e Incentives for Lifetime Income to Ensure a Secure Retirement—We believe that
auto-IRA, 401(k) and other employer-based savings arrangements should in-
clude incentives for plans to include and participants to elect guaranteed life-
time income payments.

e Encourage Auto-IRA, Auto-401(k) with Small Employer Tax Credit for Plan
Start-Up Cost—Small employers that provide payroll deduction IRAs should be
eligible for a start up cost credit to offset the employer’s initial plan formation
and Administration expenses.

e Enhance Saver’s Credit—We support enhancements to the saver’s credit that
would lead to greater savings in IRAs, 401(k), 403(b) and 457(b) plans, e.g., per-
mit the credit to be deposited directly as additional savings to an employee’s
retirement plan.

e Auto-IRA Withdrawal Rules Should Align with 401(k) Rules—To ensure em-
ployees have adequate savings at retirement, auto-IRA withdrawal rules should
be at least as stringent as the 401(k) rules, i.e., severance from employment,
death, disability, 59%2, hardship.

e Encourage Financial Education Opportunities—Coverage solutions should en-
courage employer support of access to and the use of financial education and
planning tools to assist workers in balancing the monetary demands of today
with future retirement needs.

Again, we applaud members of Congress for raising the profile of this important
issue and the leadership they have provided on the subject. The ACLI looks forward
to working with policymakers to bring workplace savings to all Americans.

——

Dear Chairman Neal,

CFED writes to thank you for sponsoring the Hearing on IRAs in the Retirement
System on Thursday, June 26th. CFED is a nonprofit organization that works to ex-
pand economic opportunity by helping Americans start and grow their own busi-
nesses, go to college, own a home and save for their futures. We greatly appreciate
the discussion of automatic enrollment and other key legislative proposals that help
individuals connect to the financial mainstream, save and invest toward asset-accu-
mulation, and achieve financial self reliance.

This letter outlines Federal wealth building policies and their inequitable impact,
demonstrates the successes of programs and policies that enable low income families
to build wealth, and suggests legislative improvements.

Dating back at least as far as Lincoln’s time, the United States has provided in-
centives to its citizens to accumulate savings and build financial assets. From the
Homestead Act through modern retirement incentives, the Federal Government has
crafted various types of policies to assist households in their goal to become more
financially self-reliant. This is, generally speaking, a good thing. Financial assets
provide stability for families, help them plan for the future, and enable them to
weather tough times. Providing incentives for people to build nest eggs strengthens
the economy and fortifies the fabric of society.

Given these societal benefits, one would assume the nation would be best served
by spreading the benefits of such policies as broadly as possible. In fact, on the
grounds of both equity and effectiveness, a strong case can be made that those with
the fewest resources to begin with should be offered the greatest assistance and
strongest incentives to save. Those with low wages and few intergenerational re-
sources are those who struggle most, yet have the most to gain, by building a sound
and secure nest egg. Public policy could ensure they are able to do this effectively.

One recent effective public policy victory has been the passage of the Pension Pro-
tection Act in 2006 [P.L. 109-280]. One of the Act’s components clarified businesses’
ability to automatically enroll their employees into retirement plans. According to
the U.S. Department of Labor, the PPA “removed impediments to employers adopt-
ing automatic enrollment, including employer fears about legal liability for market
fluctuations and the applicability of state wage withholding laws.” Now, nearly half
of large firms are implementing automatic enrollment. In fact, 40% of those firms
implementing auto enrollment adopted the practice over the past two years.

We are supportive of the expansion of—and technical corrections to—employer-
sponsored retirement savings plans. We have learned that effective strategies for
improving savings make it easier to save. As opposed to traditional plans where em-
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ployees must actively opt-in to a system, employers who adopt Auto Enrollment
mechanisms enroll all employees into a 401(k) at a set percentage of their income.
Employees who do not wish to participate can either change the terms of the plan
or opt-out entirely. Through Automatic Enrollment, the savings incentive comes not
only from counteracting employee inertia, but also through the provision of em-
ployer-matching funds. Retirement adequacy is aided by savings incentives from the
employer in matches, and the Federal Government through tax benefits.

Automatic Enrollment boosts savings participation and wealth building, especially
among groups which have historically had low savings and participation rates. For
example, Auto Enrollment helps low-income workers save for retirement. Employees
earning less than $30,000 and hired under automatic enrollment have a participa-
tion rate of 77% versus a participation rate of 25% for employees at the same in-
come level hired under voluntary enrollment. Auto Enrollment also helps address
the personal savings crisis by reducing the number of ‘zero savers’ and counters in-
ertia among renters and young people. Auto Enrollment helps people start saving
at a younger age: 81% of employees younger than 25 are plan participants under
automatic enrollment, versus 30% under voluntary enrollment.

However, unlike Auto Enrollment which seeks to equitably target all workers cov-
ered by an employer based plan, many policy initiatives intended to build wealth
and accumulate assets do not reach all individuals. In our paper, Return on Invest-
ment, CFED finds that the U.S. devotes an enormous level of resources to asset-
building incentives. These policies cost at least $367 billion at the Federal level in
Fiscal Year 2005. Yet, the biggest beneficiaries of this largesse are those households
who need the least help in saving and investing. A disproportionate share of these
incentives goes to very high-income households, at double the rate of what they pay
into the system.

Meanwhile, low-income families who could use the most help, and even solidly
middle-income families, receive a very low level of benefits from these policies. Ana-
lyzing the largest of these policies, our study found that more than 45% of the bene-
fits went to households with incomes over $1 million. These households received an
average benefit of $169,150. By contrast, the bottom 60% of the population shared
among them not quite 3% of the benefits of these policies, or about $3 apiece. The
disparity between asset building incentives provided through tax policy and discre-
tionary policy is profound: for every $1 provided in discretionary programs, $582 is
provided through revenue foregone in the Tax Code.

The goals of existing policies are good ones: to encourage the kind of individual
behavior that helps households and supports society. But how can these goals best
be implemented?

The goal of homeownership policy, for instance, is grounded in a widely shared
belief that homeownership has positive personal and social benefits, and that it is
worth a national investment (in the form of direct spending and tax breaks) to help
more households own homes. Likewise, the goal of retirement policy is grounded in
an understanding that families need to supplement income and Social Security with
targeted savings, and that it is worth a national investment (in the form of tax
breaks) to help more families do so.

One would consequently think, to maximize impact, these policies would be most
targeted to those who do not already own homes, or are not already saving for re-
tirement. Surprisingly, the reverse is true: the bulk of the benefits of policies en-
couraging homeownership go to those who already own homes. The lion’s share of
these benefits go to the top wage earners, but nearly all (94.7%) of the top 10 per-
cent of taxpayers already own their homes. By contrast, only four in 10 earners in
the bottom 20 percent own their homes. Yet they receive little benefit from Federal
incentives. Wouldn’t tools better aimed at lower- and middle-income earners be
more effective in attaining the social goal of helping more families own homes?

Likewise, if society has a goal of encouraging families to open and add to retire-
ment accounts, one would imagine that the primary target would be those with the
lowest levels of account ownership, and the lowest levels of capitalization. Yet we
know that the benefits of these policies go disproportionately to higher-wage house-
holds. Only 10 percent of the bottom fifth in income earnings has accounts, with
a median retirement savings value of only $5,000, compared with 88 percent and
$182,700 for the top 10 percent. Policies meant to encourage this kind of saving
could be more effectively targeted to the segments of the population that have the
most growth potential.

There are a number of ways wealth building approaches could be reframed: Lower
income caps, for instance, could be implemented on some policies, or a limit could
be placed on the maximum benefit that any household could enjoy. Savings could
then be reallocated to policies explained later in our comment letter that more ex-
plicitly target those who currently receive little benefit.
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One particular area that deserves analysis is the role of tax expenditures. While
direct outlays are subject to annual review through the appropriations process, tax
expenditures often escape scrutiny and endure with little debate. Some experts, in-
cluding a former IRS Commissioner and a Director of the Congressional Budget Of-
fice, have assailed the form of most of these tax expenditures—as deductions rather
than refundable tax credits—as inherently inefficient. Because of the structure of
many of these tax breaks, many families receive no benefit whatsoever, a fact that
would be largely addressed by caps and conversions to refundable credits. Tech-
nically simple and budget-neutral fixes such as these could go far toward improving
the effectiveness—and equity—of these policies.

Asset building policies, generally, promote good goals that help families and soci-
ety. The price tag, however, is high enough that attention needs to be paid to what
we are getting for our money. We believe that good policies can be improved to help
more and more American families become financially secure.

As you noted, Chairman Neal, families in the greatest need of asset-building in-
centives benefit the least from policies such as Tax Code provisions intended to help
generate wealth and promote savings. The good news is that we know that policies
that directly target low-income families’ opportunities for wealth building are effec-
tive. While these programs aim to help families build intermediate wealth (home,
education, business), the lessons are also appropriate for retirement accounts; espe-
cially as IRAs are able to be used for homeownership and education without requir-
ing payback or penalty.

The U.S. Department of Health and Human Services Office of Community Serv-
ices recently released two major studies on the ability of matched savings accounts
to help low-income working families save, buy homes, pursue post-secondary edu-
cation and start businesses. The Assets for Independence (AFI) program’s Seventh
Annual Report to Congress finds that Individual Development Accounts (IDAs) are
successful at encouraging savings, building assets and moving low-income families
into the financial mainstream. IDAs are matched savings accounts that help low in-
come families save for an asset which could be a home, a small business, or post-
secondary education and training.

In addition, a five-year program Evaluation found significant differences between
AFI participants in comparison to similar non-AFI participants. Individuals and
families who participated in an AFI project were 35 percent more likely to become
homeowners, 84 percent more likely to become business owners and nearly twice as
likely to pursue post-secondary education or training.

Since 1999, AFI has provided funds to more than 390 IDA programs. The key
findings from the Report to Congress find:

¢ More than 53,000 families have used IDAs and received money management
training;

 Participants have saved more than $38 million in their IDAs;

¢ More than 14,500 have used their savings to purchase any of the three allowed
long-term economic assets;

* AFI participants saved an average of $873, which represents a 15% increase
since 2005 ($756) and a 47% increase since 2003 ($592);

» IDA participants deposited $36.8 million in earned income into IDAs;

* Including match funds, AFI participants used $49.2 million to purchase eco-
nomic assets;

¢ 76% of IDA participants are female, 44% are African-American, 27% are Cauca-
sian. Since 2002, Hispanic participation increased from 12% to 18%;

¢ Prior to enrolling in AFI, 52% of participants did not have a savings account
and 91% had never used direct deposit; and

¢ The savings rate for AFI participants is 1.6% of annual income—compared
with.5% for the national personal savings rate.

In addition to the AFI Report, the most recent IDA statistics from the Office of
Refuge Resettlement(ORR) find:

¢ 19,065 IDA accounts opened with ORR funds;

¢ Nearly 16,000 assets were purchased, resulting in more than 2,700 new home-
owners, more than 1,400 educational purchases and more than 1,100 small
business start-ups; and

* Including match funds, ORR participants used $68 million to purchase assets.

Based on the data from AFI, ORR and CFED’s 2007 IDA Program Survey:

¢ There are now 73,000 IDA participants;
e 43% (31,500) of account holders have made an asset purchase;
e 27% (8,400) of asset purchases were for homes;
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¢ 19% (6,000) of asset purchases were for education; and

e 17% (5,200) of asset purchases were for small business capitalization.

¢ There were also 11,700 purchases (37%) that were made by accountholders who
participate in programs that allow IDA savings for other purchases, including
cars, home repair, and computers or transferring an IDA to a spouse or depend-
ent. These programs are useful for refugees, foster care youth, and others seek-
ing to integrate into America’s financial system for the first time.

Relatively simple shifts in public policy could make the proven benefits of incen-
tives such as Individual Development Accounts available to a greater percentage of
households. This in turn could make savings more effective and feasible for those
who are living paycheck-to-paycheck.

We recommend that the Subcommittee on Select Revenue Matters take action
soon to expand savings and wealth building opportunities for American families. We
recommend the following legislative actions to ensure that the infrastructure for
wealth building exists and that the incentives reach those families who currently do
not save or whom hold insufficient savings:

Infrastructure: Policies should take advantage of opportunities to save and
build wealth by using payroll deductions provided by employers, adding asset-
building programs to services provided by nonprofits, and taking advantage of
tax time when people are focused on their finances.

1. Support Automatic Enrollment in Individual Retirement Accounts:
IRAs can be utilized as a tool for helping low income people advance assets. Yet,
these savings mechanisms could be more effective through the implementation
of the bipartisan Automatic IRA Act of 2007 (S. 1141/H.R. 2167). This act would
extend payroll-based retirement savings opportunities to the vast majority of
the 75 million employees currently without access to a retirement plan. Employ-
ers who do not sponsor a retirement plan would enable direct-deposit payroll
deductions to an IRA and receive temporary tax credits to offset administrative
costs. The law affects all employers in business for more than two years and
with more than ten employees. In addition to retirement, IRAs, which can ben-
efit from the Saver’s Credit, can be accessed without penalty or payback for
higher education and homeownership expenses.

2. Align intermediate uses within 401(k) and IRAs: We would like to see
the Committee align rules for withdrawals from retirement accounts for edu-
cation and homeownership, thus increasing 401(k) flexibility for intermediate
savings goals. Currently, IRA funds can be utilized for educational attainment
in the year that classes are taken. Also, up to $10,000 in an IRA account can
be used for first-time home ownership. These intermediate uses are only avail-
able as loans from 401(k)s. The law should align homeownership and education
uses with retirement regulations so that the IRA rules apply to 401(k), 403(b)
and other employer provided accounts. The $10,000 lifetime limit for IRA home-
ownership withdrawals should be doubled due to the higher price of homeown-
ership. This simple change would encourage more aggressive participant sav-
ings as employees would be able to save for an intermediate and a long term
goal at the same time in a proven accessible mechanism.

3. Expand Roth IRAs for Youth. The law should permit adults to use a
portion of their Roth IRA allocation to open accounts for minor children. Cur-
rent law requires a child have earned income at least equal to the amount of
the deposit to an IRA. Permitting flexibility would enable to adults to start and
fund accounts for children in their lives (nieces, nephews, cousins, grand-
children, godchildren, etc.)

Incentives: The mortgage interest and property tax deduction and 401(k)
and IRA tax benefits are some of the Federal incentives that explicitly reward
asset-building behavior. Federal policies provide subsidies to encourage certain
kinds of savings and investment and these should be expanded to reach low-
income and moderate-income families. In addition, incentives can help ensure
that the modest savings achieved by low-income and moderate-income families
are adequate for downpayment and retirement security.

4. Expand the impact of the Saver’s Credit: The bipartisan Retirement
Savings for Working Americans Act (H.R. 2724) would provide a 50% match to
households earning less than $30,000 for an individual or $60,0000 for joint fil-
ers who save up to $2,000 in a retirement or 529 college savings account or
Coverdell. The match would be provided through the IRS Form 8888 directly
to the retirement account instead of through a tax deduction.
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5. Enact the Savings for Working Families Act: The bipartisan and bi-
cameral Savings for Working Families Act (S. 871/ H.R.1514) ensures that our
nation’s savings and ownership policies assist working-poor families by enabling
them to save, build wealth, and enter the financial mainstream through the use
of a financial product tailored to their needs: Individual Development Accounts.
IDAs add an asset component to income assistance and enable families to pur-
chase an intermediate asset (home, college, or business) to help them become
financially self-reliant. SWFA would provide a tax credit to financial institu-
tions that match the savings of 900,000 low-income savers.

6. Reauthorize and Improve the Assets for Independence (AFI) pro-
gram. AFI is a $25 million IDA program that has been nearly fully funded
every year by Congress and has also been recommended for near full funding
by President Bush in his annual budgets. However, its reauthorization has ex-
pired. The program needs to be reauthorized and improved with technical
changes to ensure that the program works better for IDA programs and their
clients. Recommended changes include simplifying interest calculations and
asset purchase processes, expanding resources for financial education, ensuring
broader participation in rural areas, permitting people with disabilities to par-
ticipate with SSI, and permitting greater flexibility on eligibility criteria.

7. Enact Children’s Savings Accounts. More than a third of the 4 million
American children born each year—and more than half of minority children—
are born into families that lack enough savings to weather emergencies or to
effectively invest in their children’s futures. To ensure that all children are en-
couraged to increase and retain assets, The America Saving for Personal Invest-
ment, Retirement and Education (ASPIRE) Act of 2007 (H.R. 3740) endows an
account with a one-time, $500 government contribution. Households whose in-
come is at or below 50% of the national median income would be eligible for
a supplemental initial contribution of $500. As household income approaches
100% of the national median income, the KIDS Account would receive a lesser,
evenly pro-rated contribution. Investments of up to $2,000 per year can be
added to the account. The income earned on the account is tax free. Children
living in families whose household income is at or below 100% of the national
median income will receive a dollar-for-dollar match on private contributions up
to $500 until the child reaches age 18. The match for private contributions will
begin to phase out for households whose income is between 100% and 120% of
national median income. Once the child reaches age 18, withdrawals can be
made for post-secondary education. After the child reaches age 25, withdrawals
can be made for homeownership and retirement. The bill also calls for financial
education programs for families. ASPIRE encourages savings, promotes finan-
cial literacy, and expands opportunities by establishing a KIDS Account for
every child born in the United States.

CFED encourages the Committee to analyze asset-building policies and promote
those that have positive impact and proven effectiveness. CFED applauds your lead-
ership to focus attention on Federal policies and corporate and individual action to
promote asset building and retirement security.

Sincerely,

Andrea Levere
President

———

Massachusetts Mutual Life Insurance Company (“MassMutual”) is a mutual life
insurance company that was organized in 1851 in Springfield, Massachusetts.
MassMutual is a member of the MassMutual Financial Group, which is a global,
growth-oriented, diversified financial services organization with total assets under
management in excess of $500 billion as of end year 2007. Our family of companies
serves the needs of over eight million clients by providing a broad-based portfolio
of financial products and services, including: life insurance, annuities, disability in-
come insurance, long-term care, retirement planning products, mutual funds, money
management, and other financial products and services.

MassMutual, through its Retirement Services division, has provided retirement
plan services for over half a century. Retirement Services provides a wide range of
services to all segments of the retirement plan universe, including more than 4,800
defined benefit and defined contribution plans with more than one million partici-
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pants. MassMutual, through its OppenheimerFunds subsidiary, has been satisfying
the investment and retirement needs of investors for nearly 50 years and remains
one of the largest and most respected names in the mutual fund industry.
OppenheimerFunds 401(k) s and IRAs have access to more than 60 Oppenheimer
mutual funds that represent a broad spectrum of investment styles and asset class-
es. According to Pension & Investments (May 26, 2008), MassMutual Financial
Group is the 14th largest manager of defined contribution plan assets with more
than $64 billion of assets under management.

MassMutual commends Chairman Neal and the Subcommittee for its efforts to ex-
amine ways to improve pension coverage for all Americans. Pension plans and other
retirement savings vehicles have over $5.882 trillion in assets. While the assets in
private sector defined contribution plans at $3.49 trillion are now larger than those
in private-sector defined benefit plans, IRAs have now become the single largest
source of retirement assets in the United States at $4.75 trillion. Since they were
created in 1974, as part of the Employee Retirement Income Security Act of 1974
(ERISA), IRAs have served three principle functions. The first is to offer a retire-
ment savings vehicle for individuals not covered by an employer sponsored retire-
ment plan. The second is to provide portability to individuals changing jobs by al-
lowing them to transfer, or rollover, plan assets from their former employers’ retire-
ment plan into an IRA. Finally, IRAs may be used as a simple employer sponsored
retirement vehicle. In 1978, Congress created the Simplified Employee Pension
Plan, or SEP IRA, that is an employer sponsored IRA. In 1986, Congress created
the Savings Incentive Match Plan for Employees IRA, or SIMPLE-IRA, as a new
form of simple defined contribution plan specifically targeted for small business.
Since 1974, employers have been able to offer a payroll deduction IRAs. While
MassMutual offers a variety of retirement plans and IRAs, in our experience, rel-
atively few employers offer payroll deduction IRAs to their employees.

Notwithstanding the obvious successes of private sector retirement plans and
IRAs, approximately 75 million workers, or about half of the private sector work-
force, do not have access to an employer sponsored retirement plan. Most of these
workers are employed by small businesses. While the reasons for this gap in cov-
erage by small business are complex and multifold, the challenge it represents is
significant and deserves additional consideration by Congress. One recent proposal
is to create a payroll deduction IRA with automatic enrollment features similar to
those now available in 401(k) plans. MassMutual applauds the Subcommittee for
looking at this issue and, in particular, commends Chairman Neal for sponsoring
H.R. 2167, “The Automatic IRA Act.” For employees who are financially able to save
for retirement, automatic enrollment will increase coverage rates, as has been dem-
onstrated with auto-enrollment 401(k) plans.

MassMutual believes that one of the ways to increase coverage in private sector
retirement plans is to offer employers simple low cost, low risk options, targeting
small employers, and to remove a number of regulatory burdens that exist under
current law. We believe that legislative changes can make it easier and more attrac-
tive for employees not participating in employer-sponsored retirement plans to con-
tribute to an IRA offered through small employers. In seeking to improve the cov-
erage for all Americans, it is important to keep the incentives in place for the em-
ployer sponsored system. We have concerns that if automatic IRA programs become
widely used and are widely accepted as a low cost, low risk simple means of pro-
viding for retirement, some employers who currently sponsor more generous 401(k)
type programs may terminate their plan and substitute an automatic IRA. More
study is needed to be certain that an automatic IRA program does not have the un-
intended consequence of encouraging employers who currently sponsor plans to opt
out of an employer sponsored qualified plan and substitute an automatic IRA be-
cause it is a less expensive alternative. Finally, 401(k) plan pre-retirement with-
drawals are more restrictive than IRA withdrawals. Further study is needed to de-
termine if this leads to excessive “leakage” of retirement plan assets.

We applaud the members this Subcommittee for its historic leadership on retire-
ment issues. Moreover, we thank the Subcommittee for taking time to consider what
can be done to increase the retirement coverage for all Americans. We look forward
to working with the Subcommittee as it further considers the coverage issue.

——

Dear Representative Neal and Representative English:

Thank you for holding a hearing on the role of individual retirement accounts in
our retirement system. Long-term financial security is a cornerstone of the Amer-
ican dream. Yet today, this dream is at risk. According to the 2008 Retirement Con-
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fidence Survey, Americans’ confidence in their ability to afford a comfortable retire-
ment has dropped to its lowest level in seven years.

Several factors have contributed to this crisis. First, traditional pensions have
been disappearing: less than 20 percent of the private sector workforce is currently
covered by a traditional guaranteed pension plan, and this number is declining rap-
idly. The current personal savings rate is at its lowest level since the Great Depres-
sion. Of course there is Social Security, but that program was designed to provide
a floor of income—it was never intended to be the sole source of income for people
who have retired.

Seventy five million workers, about half of today’s workforce, don’t have a retire-
ment plan at work—no pension, no 401(k), and no profit-sharing plan. In fact, cer-
tain groups are less likely to have access to workplace savings than others. For ex-
ample, Hispanic and African-American workers are significantly less likely than
white workers to have an employer that offers a workplace retirement plan.

Even among the minority of American workers who are saving for retirement,
most are not saving enough to maintain their standard of living. According to the
2008 Retirement Confidence Survey, one-third of workers who have saved for retire-
ment report having less than $25,000 in savings, excluding the value of their home
and any defined benefit plans.

Our groups believe that Americans need to have the tools and the opportunity to
achieve life-long financial security. We need to make saving simple and effective for
all Americans. All of us deserve the peace of mind to know that even if we don’t
have a pension plan at work, there is a simple and easy way to put aside money
for retirement through payroll deduction.

This hearing is an important first step. We need Congress to pass H.R. 2167, the
Automatic IRA Act of 2007. The auto-IRA is a simple, low cost way to provide em-
ployees with something of their own—a real retirement savings tool. In exchange
for offering the auto-IRA, employers will receive a tax credit that will help cover
the cost of administering the plan The bill will help small businesses to be more
competitive with many large and medium size companies in recruiting and retaining
employees since many already offer their employees retirement saving tools.

With an auto-IRA, there are two simple choices for workers to make—how much
do they want to contribute to retirement and what kind of retirement account they
would like to have. Of course, workers could choose not to participate. The auto-IRA
also allows workers to invest in accounts and take that account with them if they
change jobs.

Currently, too many Americans have little hope of having enough money set aside
for a secure retirement. For these people, retirement is a source of major insecurity.
Congress can help by passing H.R. 2167, the Automatic IRA Act of 2007 and provide
access to workplace retirement savings for millions who currently are not covered.
Thank you for your efforts on this issue.

Sincerely,

AARP

Business and Professional Women

Consumers Union

National Council of La Raza

Women’s Institute for a Secure Retirement (WISER)
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